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INTRODUCTION 


In  preparing  this  study  the  object  has  been  to  bring 
together  between  the  covers  of  one  book  a  short,  under- 
standable statement — a  verbal  panorama — of  the  finan- 
cial organization  of  State  Government  in  Illinois.  Dur- 
ing recent  years  the  citizens  of  Illinois  and  of  other  States 
have  more  than  ever  come  into  contact  with  the  different 
activities  of  their  government.  National,  State  and  local 
governments  have  been  obliged  in  times  of  stress  and 
change  to  assume  many  new  responsibilities,  and  these 
responsibilities  have  required  funds  by  which  they  could 
be  discharged.  The  financing  of  government  has  become 
vastly  important,  and  appears  destined  to  continue  so  in 
coming  years. 

The  Director  of  Finance  for  the  State  of  Illinois  has 
the  opportunity  of  observing  these  trends.  The  law 
defining  the  duties  of  the  Director  of  Finance  expressly 
states  that: 

"he  shall  publish,  from  time  to  time,  for  the 
information  of  the  several  departments  and 
of  the  general  public,  bulletins  of  the  work  of 
the  government." 

In  following  this  authority  it  is  believed  that  the  fi- 
nancial problems  of  the  State  can  best  be  contemplated 
and  described  when  viewed  through  the  eyes  of  an  average 
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citizen  and  taxpayer,  who  is  trying  to  take  an  intelligent 
interest  in  public  affairs. 

Viewing  the  probem  of  State  finances  from  this  angle, 
one  can  not  help  but  be  impressed  with  the  difficulties 
confronting  such  a  citizen  in  his  effort  to  obtain  a  clear 
and  accurate  picture  of  how  the  State  Government  carries 
on  and  finances  its  many  services.  In  order  to  obtain  such 
a  picture  of  State  finances,  the  average  citizen  must  neces- 
sarily spend  many  tedious  hours  of  close  study  in  the 
present  confusing  wilderness  of  reports,  statements,  and 
official  documents  issued  by  the  different  State  agencies. 
Many  of  these  reports  are  phrased  in  technical  language 
conveying  little  meaning  to  a  person  not  actually  en- 
gaged in  the  field  of  administration.  Moreover,  few  of 
the  reports  are  prepared  in  conjunction  with  others,  so 
that  even  by  studying  all  of  them  in  turn  there  would 
result  no  connected  picture  of  the  entire  problem  of  Illi- 
nois finances. 

The  present  Illinois  State  Tax  Commission,  appointed 
by  Governor  Horner  immediately  after  his  taking  office 
in  1933,  has  done  excellent  work  in  surveying  the  tax 
system  of  the  State  and  of  the  localities  and  in  making 
recommendations  for  improvements.  Under  its  direc- 
tion a  number  of  invaluable  reports  on  general  and  spe- 
cial problems  of  taxation  have  been  issued.  However, 
neither  the  State  Tax  Commission  nor  any  other  public 
office  has  yet  attempted  to  bring  together  within  the 
covers  of  one  book,  a  simple  statement  of  the  problems  of 
State  budgeting,  borrowing,  and  a  description  of  the 
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financial  mechanism  carrying  on  this  work.    It  was  es- 
sential, therefore,  that  someone  perform  this  task. 

If  our  democratic  system  of  government  is  to  operate 
successfully,  the  voters  must  be  in  a  position  to  make  an 
impartial,  intelligent  appraisal  of  their  State's  business. 
Such  an  appraisal  is  impossible  without  an  understand- 
able medium  of  information.  Distorted  and  obviously 
incorrect  statements  regarding  Illinois  State  finances 
must  not  be  allowed  to  go  unchallenged  by  an  unin- 
formed public,  and  permitted  to  create  error  and  misun- 
derstanding. The  citizens  must  know  the  facts,  and  still 
more,  what  the  facts  signify. 


K.  L.  Ames,  Jr., 
Director  of  Finance, 

State  of  Illinois. 


A  NOTE  TO  THE  READER— THE  PLAN  OF 

THE  BOOK 


This  book  was  written  expressly  for  busy  people,  who 
want  to  gain  a  maximum  of  information  about  their 
State's  business  in  a  minimum  of  time. 

The  plan  is  simple. 

Some  important  facts  of  general  interest  are  graphic- 
ally presented  by  four  charts  immediately  preceding 
Chapter  I.  Other  charts  are  scattered  throughout  the 
book  to  supplement  and  illustrate  the  text. 

The  sources  of  the  State's  income  are  set  forth  in  Chap- 
ter I.  Here,  emphasis  is  placed  on  the  methods  by  which 
our  State's  revenue  is  collected. 

We  then  naturally  pass  to  the  subject  of  State  expen- 
ditures. In  Chapter  II  emphasis  is  placed  particularly  on 
the  purposes  of  State  expenditures. 

Chapter  III  is  devoted  to  a  recent  problem  of  special 
interest — Financing  Emergency  Unemployment  Relief. 

Having  surveyed  the  purposes  of  State  expenditure,  we 
now  proceed  to  Chapter  IV,  which  discusses  the  proced- 
ure followed  in  disbursing  State  money. 

An  intelligent  understanding  of  the  making  and  the 
structure  of  the  State  budget  is  now  possible,  and  this 
subject  is  presented  in  Chapter  V. 

[13] 
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The  State  "funds'*  into  which  moneys  are  collected 
and  from  which  they  are  paid  are  given  attention  in 

Chapter  VI. 

Any  large  private  corporation  finds  it  economical  and 
profitable  to  borrow  money  at  one  time  or  another,  and 
the  State  of  Illinois  is  little  else  than  a  large  public  cor- 
poration. Consequently,  Chapter  VII  discusses  "The 
State  as  a  Borrower/*  The  reader  who  has  come  so  far 
will  then  be  able  to  profit  from  the  discussion  in  Chapter 
VIII,  concerning  the  State  financial  reports,  and  how 
they  may  be  understood. 

In  the  ninth  and  last  Chapter,  there  have  been  added 
certain  reflections  on  "The  Citizen's  Part." 

The  reader  who  is  interested  only  in  the  broad  activ- 
ities of  State  Government  and  how  they  are  financed  may 
read  Chapters  I,  II,  IV  and  IX.  Those  who  wish  to 
inquire  into  the  more  special  phases  of  State  finance  are 
directed  to  Chapters  III.  V,  VI,  VII  and  VIII. 


SOME  CHARTS 
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CHART  I 

TRENDS  IN  CERTAIN  STATE  EXPENDITURES 

Illinois  State  Aid  to  Local  Schools,  Fiscal  Years  Ending  June  30, 

1925-1935 
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Illinois  State  General  Expenditures,  Fiscal  Years  Ending  June  30, 

1925-1935 
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EXPLANATION  OF  CHART  I 

Chart  I  is  of  vital  interest  to  every  citizen  and  tax- 
payer of  Illinois,  for  it  shows  a  picture  of  the  trend  of 
State  expenditures  for  two  very  important  purposes  dur- 
ing eleven  fiscal  years.  These  purposes  are:  I,  State  Aid 
to  Local  Schools,  and  II,  State  General  Expenditures,  as 
measured  by  payments  out  of  the  General  Revenue  Fund 
of  the  State.* 

The  top  part  of  Chart  I  shows  how,  beginning  with 
the  fiscal  year  1925,  school  aid  rose  slightly  in  1926, 
then  fell  steadily,  until  by  1930  it  was  less  than  half  the 
amount  disbursed  in  1925.  This  decline  was  due  to 
diminishing  property  tax  collections,  for  school  aid  dur- 
ing this  period  was  entirely  dependent  upon  the  State 
Property  Tax.  A  sharp  increase  is  shown  in  the  fiscal 
year  1931  reflecting  property  taxes  due  in  prior  years 
finally  paid  in  that  year.  But  in  the  next  fiscal  year, 
1932,  school  aid  again  fell  to  its  former  level.  After 
the  fiscal  year  1932  there  was  a  steady  increase,  year  by 
year,  as  more  delinquent  property  taxes  were  paid  and  as 
school  aid  became  less  dependent  on  the  property  tax. 
There  has  been  no  State  Property  Tax  levied  since  1932. 


•  "General  Expenditures,"  as  here  defined,  do  not  include  (a) 
Highways,  (b)  Emergency  Relief,  (c)  State  Aid  to  Schools,  (d)  Bond 
Retirement  and  Interest,  (e)  Motor  Fuel  Tax  Allotments  to  Counties 
and  Cities,  (f)  Payment  of  Inter-Fund  Borrowing  (Inter-Fund  Trans- 
fers) and  (g)  all  other  payments  not  by  law  required  to  be  made 
from  the  General  Revenue  Fund. 

[  17  ] 
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Late  payments  continued  to  be  made  during  the  fiscal 
years  1933,  1934  and  1935,  and  the  schools  received 
their  share  of  these.  But  by  the  fiscal  year  1935,  only 
13.57  per  cent  of  all  school  aid  was  due  to  late  property 
tax  collections.  The  balance  was  paid  by  means  of  the 
Retailers'  Occupation  Tax  and  an  emergency  appropria- 
tion from  the  Motor  Fuel  Tax  Fund.  School  aid  paid 
during  the  fiscal  year  1935  was  the  largest  in  the  history 

of  the  State. 

The  second  part  of  Chart  I  shows  the  trend  of  State 
general  expenditures  during  the  eleven  fiscal  years  1925 
to  1935,  inclusive.  The  Chart  shows  how,  after  a 
slight  decrease  in  the  fiscal  year  1926,  general  expendi- 
tures progressively  increased  each  fiscal  year,  reaching  a 
peak  in  1931.  Following  this  year,  there  arc  successive 
decreases  in  expenditures,  until  the  curve  levels  off  in  the 
fiscal  years  1934  and  1935,  with  a  slight  increase  in  the 

latter  year. 

In  comparing  the  two  parts  of  Chart  I,  the  reader  will 
note  that  prior  to  the  fiscal  year  1932  the  trend  of  gen- 
eral expenditures  was  upward,  while  that  of  school  aid 
was  downward.  In  recent  years,  these  trends  have  been 
reversed,  school  aid  increasing  at  the  same  time  general 
expenditures  declined. 

The  following  Table  shows  the  figures  upon  which 

Chart  I  is  based. 


STATE  OF  ILLINOIS— STATE  AID  TO  LOCAL 

SCHOOLS   AND  EXPENDITURES   FOR 

GENERAL  STATE  GOVERNMENT* 

Fiscal  Years,  1925-1935 


Fiscal 
Year 

1925.. 
1926.. 
1927.. 
1928.. 
1929.. 
1930.. 
1931.. 
1932.. 
1933.. 
1934.. 
1935.. 


Warrants  Issued 

From  Common  School 

Fund 

$  8,268,434 

9,180,429 

8,788,435 

7.882,814 

5,465,246 

4,050,736 

12,511,154 

4,743,886 

9,039,554 

10,211,832 

19,979,070^ 


Warrants  Issued 

From  General  Revenue 

Fund 

$28,310,226 
27,756,050 
29,438,382 
34,274,325 
36,239,082 
40,354,816 
41,962,549 
39,074,316^ 
31,785,859' 
30,219,482* 
31,838,172* 


*  Data  from  Reports  of  the  Auditor  of  Public  Accounts. 

1.  Does  not  include  $1,703,840  paid  out  of  Motor  Fuel  Tax  for  Chi- 

cago schools.    Total  school  aid  for  1935  was  $21,682,910. 

2.  Does  not  include  payment  of  $2,500,000  inter-fund  borrowing. 

3.  Does  not  include  payment  of  $8,700,000  inter-fund  borrowing. 

4.  Does  not  include  payment  of  $8,480,000  inter-fund  borrowing. 

5.  Does  not  include  payment  of  $3,570,000  inter-fund  borrowing,  nor 

$8,465,575  Emergency  Relief. 
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"""^  DISTRIBUTION  OF  THE  RETAILERS* 

OCCUPATION  TAX 

Fiscal  Year  Ending  June  30,  1936 

Three  Cents  Paid  by  the  Retailer  on  Each  Dollar  Received  Go  t< 


Provide  the 

Unemployed 

with  Necessities 

of  Life 

One  Cent. 


Schools 

Approximately 

4/5  of  a  Cent 


Support  Courts, 

The  Legislature, 

Aid  to  Agriculture 

and  Labor, 

Supervise  Health; 

Other  Functions 

of  Government, 

Approximately 

1/3  of  a  Cent. 


Blind,  Old  Age  and 

Mothers'  Pensions, 

Maintenance  of 

State  Prisons, 

Asylums  and  Homes, 

Approximately 

1/3  of  a  Cent. 
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100 


Interest  and 
Retirement  of 
Bonus  and  Water- 
way   Bonds, 
Approximately 
3/10  of  a  Cent. 


Permanent 

Improvements  (Buildings) 

for  State  Prisons, 

Asylums,  Schools,  etc., 

Approximately 

1/5  of  a  Cent. 


(Chart  based  on  receipts  conservatively  estimated  at  $60,- 
000.000  annually  and  Appropriations  of  Regular  Ses- 
sion, 59th  General  Assembly,  1935.  Latest  information 
indicates  receipts  will  exceed  $60,000,000  annually.) 


EXPLANATION  OF  CHART  II 

This  Chart  shows  graphically  how  the  three  pennies 
paid  to  the  State  by  the  retail  merchant  on  each  dollar  of 
his  receipts  from  sales  are  used  for  necessary  functions  of 
government. 

The  entire  amount  collected  from  the  Retailers'  Oc- 
cupation Tax  is  distributed  as  follows: 

33.33  per  cent  or  one-third  goes  for  Emergency  Unem- 
ployment Relief.  This  accounts  for  one  penny  of  the 
three. 

27.40  per  cent  of  the  total  goes  for  Schools.  This 
accounts  for  slightly  more  than  four-fifths  of  one  penny. 

11.81  per  cent  goes  to  support  the  Courts,  the  Legisla- 
ture, to  aid  Agriculture,  Labor  and  Health,  and  for 
other  functions  of  government.  This  accounts  for 
slightly  more  than  one-third  of  a  penny. 

11.59  per  cent  goes  to  pay  Old  Age,  Blind  and  Mothers' 
Pensions  and  to  maintain  State  Institutions.  This 
also  accounts  for  about  one-third  of  a  penny. 

9.61  per  cent  goes  to  pay  interest  and  retirement  of 
Soldiers'  Compensation  (Bonus)  Bonds,  and  Water- 
way Bonds.  This  accounts  for  approximately  three- 
tenths  of  a  penny. 

6.26  per  cent  goes  for  Permanent  Improvements 
(buildings)  at  the  State  Institutions.  This  accounts 
for  not  quite  one-fifth  of  a  penny. 


[21] 
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CHART  III 

DISTRIBUTION  OF  THE  MOTOR  FUEL  TAX 

Fiscal  Year  Ending  June  30,  1936 

Three  Cents  Paid  on  Each  Gallon  of  Gasoline  by  Users  of  State  High- 
ways Go  to— 


100 
100 


Constructing  and 

Maintaining  State  Roads 

One  Cent. 


91 
100 


City  Streets 

Approximately 

9/10  of  a  Cent. 

(Chicago  uses  1/2  of  its 

Share  for  Schools.) 


67 
100 


County  Roads 
Approximately 
2/3  of  a  Cent. 


Unemployment  Relief 

Bonds  Approximately 

4/10  of  a  Cent. 


(Chart  Based  on  Estimated  $30,000,000  Yearly  Net 
Receipts  and  Appropriations  of  Regular  Session,  59th 
General  Assembly,  1935.) 


EXPLANATION  OF  CHART  III 

Chart  III  shows  how  the  three  cents  paid  by  motor- 
ists on  each  gallon  of  motor  fuel  are  distributed. 

The  State  receives  for  its  own  use  only  one  of  the 
three  cents.  According  to  law,  all  of  this  cent  must  be 
used  for  State  highways. 

The  counties  are  entitled  to  one  cent  and  the  cities 
(including  villages  and  incorporated  towns)  are  entitled 
to  one  cent.  This  money,  when  received  by  them,  must 
be  used  for  their  roads  and  streets.  An  exception  is  Chi- 
cago, which  is  permitted  to  use  one-half  of  its  share  for 
schools. 

Interest  and  principal  payments  on  two  issues  of 
Emergency  Relief  Bonds  ($50,000,000  in  all)  are  made 
from  the  counties*  and  cities'  share  of  the  Motor  Fuel 
Tax.  The  Chart  shows  that  this  amounts  to  about  4/10 
of  one  cent.  Since  all  of  the  first  Emergency  Relief  Bond 
issue  and  half  of  the  second  comes  from  the  counties* 
share,  counties  receive  a  smaller  balance  for  their  roads 
than  cities  do. 

One  thing  that  should  be  remembered  about  the  pay- 
ment of  these  Relief  Bonds  is  that  each  county  and  city 
pays  out  of  its  share  of  the  Motor  Fuel  Tax,  only  in 
proportion  to  the  money  actually  spent  for  its  own  re- 
lief, financed  by  the  bonds.  That  is,  if  a  county  or  city 
received  no  relief  funds  from  the  bonds,  its  share  of  the 
Motor  Fuel  Tax  is  returned  to  it  in  full.  If  no  benefit 
was  received,  no  payment  need  be  made. 

[23] 
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EXPLANATION  OF  CHART  IV 

Chart  IV  shows  how  the  tax  paid  for  an  Illinois  auto- 
mobile license  plate  is  distributed. 

The  chart  shows  that  a  little  more  than  half  is  used  to 
pay  interest  and  retirement  on  Road  Bonds  and  that  the 
rest  is  used  for  current  highway  purposes — construction, 
maintenance  and  administration. 

One  hundred  and  sixty  million  dollars  in  bonds  were 
authorized  for  the  Illinois  Highway  System  in  1918 
and  1923.  Interest  alone,  by  the  time  these  bonds  are 
paid,  will  have  amounted  to  $129,583,000.  This  is  a 
total  interest  premium  of  80  per  cent,  representing  the 
excess  cost  of  roads  built  with  borrowed  money. 
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CHART  V 

WHERE  THE  1935  STATE  DOLLAR  CAME  FROM 

WnKKC    I  "^^.J^j^^^^^  E„d,„g  June  30,  1935) 


RETAILERS'  OCCUPATION  TAX 

/0^^  /^i^  /^i^  /^*^  /f^^. 

(^^^&&&^^ 

^S®^  ^^  ^^  ^^^  ^^^^^ 

The  Retailers'  Occupation  Tax 

accounts    for    almost    29    per 

cent  of  State  Revenues. 


MOTOR  VEHICLE 
LICENSE  TAX 

/!^C5\   /^S^    /^ff^    /*^^, 

i^^l  (&  ll^il  li^^W 
\^7  ^'^^  >^^  ^^^ 

The  Motor  Vehicle  License  Tax 

accounts  for  almost  13  per  cent 

of  State  Revenues. 


MOTOR  FUEL  TAX 

/ge^  >^:^  /^i^  ^, 
{v:rM  {v:rM  [gin^Vi  '^ 

^^^  N5^7    ^^f/     ^ 

The  Motor  Fuel  Tax 
accounts  for  2V/2  per 
cent  of  State  Revenues. 

GENERAL    _ 
PROPERTY  TAX 

INOT  LEVIED  SINCE  1932' 


Late    payments   of  the 

Property  Tax  for  years 

before  1933  account  for 

6'/4  per  cent. 


LIQUOR  TAXES 


The     Liquor    Taxes 

account    for    almost 

6  per  cent. 


FEDERAL  AID 


s^  ^^5^  "^^  ^^^  ^^ 

Federal  Aid  accounts  for  slightly  rnore 
than  9  per  cent.  This  does  not  include 
Emergency  Relief.  Federal  Aid  for  ReI.ef 
does  not  pass  through  the  State  Treasury. 
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CORPORATION  AND 
INSURANCE  TAXES 


THE  INHERITANCE  TAX 
..^"""""v      y^M*s.     y^wTN. 

i"^)  [t^  {t?%  i,#% 

lO'^^*5Vy  V^V«i-^V  VV-iwiV  N.-    —  ^ 


Corporation  and  Insurance 

Taxes   account   for   almost 

5%  per  cent. 

THE  ILLINOIS 
CENTRAL  RAILROAD  TAX 


The 
Tax 


The   Inheritance    Tax   accounts 
for  almost  4   per  cent. 


ALL  OTHER  REVENUE 


v^^>*^  \^^««^  K^^^  y^"?*^  ^^t 


Illinois  Central  Railroad 
accounts  for  approxi- 
mately 1   per  cent. 


Fees,    Interest,    Earnings.    Refunds 

and    other    Miscellaneous    Receipts 

account     for     approximately      4'/^ 

per   cent. 


Sc\rT7u^st?u^nL«a^nTrnr:?.^^^^^ 


Chapter  I 


THE  STATE'S  INCOME  AND  HOW  IT  IS 

COLLECTED 

What  is  the  State's  Business? 

Any  private  corporation  must  engage  in  some  business 
in  order  to  receive  an  income.  The  State  of  Illinois  is 
merely  a  large  public  corporation.  Like  a  private  cor- 
poration, it  has  its  business,  and  likewise  it  has  an  in- 
come. But  unlike  a  private  corporation,  the  State's  busi- 
ness is  not  conducted  to  secure  an  income;  rather,  its  in- 
come is  secured  so  that  it  may  conduct  its  business.  In 
brief,  this  business  is  to  further  the  collective  welfare  of 
the  People  of  the  State.  Hence,  the  State's  business  is 
everybody's  business,  and  not  merely  the  business  of  a 
handful  of  officials.  State  officers,  members  of  the  Gen- 
eral Assembly,  judges  of  the  Courts,  and  on  down  to  the 
humblest  State  employee,  are  merely  servants  of  the  Peo- 
ple chosen  to  carry  on  the  public  business.  The  People 
themselves  are  sovereign. 

The  People,  through  their  State  Government,  make 
it  their  business  to  do  the  following: — ^Establish  and 
maintain  a  system  of  universities  and  normal  schools 
for  the  higher  education  of  youth;  establish  and  main- 
tain institutions  for  the  blind,  the  deaf,  the  aged  and  the 

[27] 
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mentally  unfit;   provide  the  unemployed   with   neces- 
sities of  life;  build  highways,  canals  and  make  other  in- 
ternal improvements;  administer  justice  through  the  sup- 
port of  State's  attorneys,  courts  and  prisons;  organize 
and  maintain  militia  and  State  police  for  purposes  of  de- 
fense and  protection  of  persons  and  property ;  mamtam 
State  parks  and  reservations  for  the  conservation  of  wild 
life;  establish  and  prescribe  fair  and  safe  hours  and  con- 
ditions   for    labor;    supervise   health;    aid    agriculture; 
charter  and  define  the  powers  of  cities,  towns,  villages, 
counties  and  other  local  governments  (as  local  govern- 
ment may  exist  only  with  the  consent  of  the  State)  ;  and 
many  other  functions  needless  to  enumerate  at  this  point. 
There  may  be  differences  of  opinion  as  to  the  desir- 
ability of  some  of  these  services — there  are  those  who 
maintain  that  many  are  superfluous.     But  few  will  con- 
test the  view  that  some  government  is  necessary  in  a 
civilized  world.      And  no  one  can  well  dispute  the  fact 
that,  under  our  American  form  of  government,  all  the 
services  rendered  by  the  State  and  the  taxes  to  pay  for 
them  are  ordered  by  the  People  themselves,  not  by  some 
foreign  tyrant  intent  only  on  collecting  tribute. 

The  Trends  in  State  and  Local  Taxes, 

For  over  one  hundred  years  State  and  local  gov- 
ernments in  Illinois  depended  almost  exclusively  upon 
the  so-called  General  Property  Tax.  This  tax.  as  its 
name  indicates,  is  a  tax  upon  all  property  of  every  kind. 
But  it  should  be  observed  that  the  property  tax  has  al- 
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CHART  VI 


STATE  PROPERTY  TAX  LEVIES  AND 
COLLECTIONS 

(Levy  Years  1925-1935) 


Millions  of 
Dollars 


L.eg:end 


Collected  Uncollected 

by  June  30, 1935      by  June  30, 1935 


Millions  of 
Dollars 


1925  '26  '27    '28  '29   '30    '31    '32     '33     '34     '35 

Levy  Years 

Collections  from   Reports  of  the  Auditor  of  Public  Accounts,   1926- 

1934.    Total  Levy  obtained  by  multiplying  State  Rate  of  each  year  by 

assessed  value  of  corresponding  year. 
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ways    been    almost    entirely    locally-administered    by 
elected  county  and  township  officials.  That  is  one  reason 
why  it  has  proved  an  unsatisfactory  tax  for  State  pur- 
poses, since  the  State  government  found  itself  dependent 
for  revenue  upon  the  eflforts  of  local  tax  officials  ove 
which  it  had  no  real  control.     There  are  other  vital 
reasons  why  the  property  tax  did  not  operate  well  as  a 
State  tax,  but  suffice  it  to  say,  the  State  found  it  a  very 
uncertain  source  of  revenue,  and  in  recent  years  the  situa- 
tion became  acute.    Chart  VI  shows  State  property  tax 
levies  by  levy  years,  and  the  collections  on  account  ot  the 
levy  for  each  year  since  1925. 

In  an  effort  to  relieve  over-burdened  property  owners 
and  also  to  assure  the  State  of  more  stable  rev^n"^''-^hj 
State  tax  on  property  was  abandoned  in  ^^i^-  1"*= 
Retailers-  Occupation  Tax  (which  we  will  later  discuss 
more  fully)  was  enacted  to  replace  the  property  tax  as  a 
source  of  State  revenue.  But  although  the  State  has 
eliminated  the  property  tax  for  its  own  use  it  still  re- 
mains  almost  the  only  source  of  revenue  for  the  counties, 
cities,  and  other  local  governments. 

A  second  recent  change  in  the  State  financial  scene  has 
been  an  increase  in  Federal  grants  to  the  State,  and  m 
State  grants  to  the  local  governments.  For  example. 
Chart  VII  shows  that  the  Federal  Government  made 
grants  to  the  State  of  Illinois  of  approximately  $4,000.- 
000  in  the  fiscal  year  1925.  while  in  the  fiscal  year  1935 
over  $120,000,000  was  received  from  Federal  sources. 


CHART  VII 


Millions 
of  Dollars 
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FEDERAL  AID  TO  ILLINOIS 

Fiscal  Years  Ending  June  30,  1925-1935 
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LEGEND 


Highways 
(Prin- 
cipally) 


Unem- 
ployment 
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1925  '26   '27   '28    '29    '30   '31    '32  '33*  '34    '35 

Fiscal  Years 
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♦  Federal  Aid  for  the   Fiscal  Year   1933  includes  loans  to   Cook 
County  amounting  to  $12,252,000. 
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The  enormous  increase  in  latter  years  is  mainly,  though 
not  wholly,  because  of  Federal  grants  for  emergency  un- 
employment relief.* 

State  grants  to  local  governments  have  also  greatly  in- 
creased. In  the  fiscal  year  1925  the  State  gave  some 
$9,500,000  to  the  counties,  cities,  and  school  districts, 
while  in  the  fiscal  year  1935  this  amount  had  more  than 
tripled,  approximately  $32,000,000  being  so  granted. 

The  reason  for  larger  governmental  units  granting 
aid  to  the  smaller  is  not  far  to  seek.  The  larger  the 
government  and  the  less  restricted  its  taxing  power,  the 
easier  it  is  for  it  to  collect  taxes  and  borrow  money. 
This  results  in  a  demand  that  the  large  government  sup- 
port the  smaller  units  rather  than  allow  the  functions  of 
the  smaller  governments  to  be  curtailed  or  abandoned. 

The  drawbacks  of  the  property  tax  and  the  need  of 
supporting  local  functions  such  as  schools,  roads  and 
poor  relief,  largely  explain  the  enactment  of  such  State 
taxes  as  the  Motor  Fuel  Tax,  the  Retailers'  Occupation 
Tax  and  the  Public  Utility  Tax.  It  became  a  simple 
question  of  either  enacting  these  taxes,  or  of  curtailing 
these  necessary  services.  Confronted  with  these  alterna- 
tives, there  could  be  no  hesitation  as  to  the  choice,  and  the 
tax  laws  were  passed. 

Illinois  has  not  been  alone  in  this  problem,  and 
similar  solutions  have  been  adopted  in  other  States,  all  of 
which  have  gasoline  taxes,  and  no  less  than  22  of  which 
now  have  retailers'  or  sales  taxes.    Still  other  States  have 
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•  These  grants  do  not  pass  through  the  State  Treasury. 


income,  cigarette,  and  other  types  of  taxes  not  imposed  in 
Illinois. 

How  Much  is  the  State  s  Income? 

The  table  below  shows  the  sources  of  revenue  of  the 
State  of  Illinois  for  the  fiscal  year  ending  June  30,  1935. 
The  reader  will  note  that  "Total  Current  Revenue" 
amounted  to  $144,388,637  for  that  fiscal  year.  This 
was  the  State's  income. 

SOURCES  OF  REVENUE  OF  THE  STATE  OF 

ILLINOIS 

Fiscal  Year  Ending  June  30,1935 

Per  cent  of 

Source                                                 Amount  Current 

Revenue 

Retailers'  Occupation  Tax $  41 .621 .526  29  0 

Motor  Fuel  Tax 31.058.741  21.50 

Motor  Vehicle  License  Tax 18.585.401  13.0 

Late  Payments  of  General  Property  Tax .       9 .  057 !  845  6  25 

Liquor  Taxes 8.435.364  6.0 

Federal  Aid* 13.289.132  9.0 

Corporation  and  Insurance  Taxes 8.2.34.448  5  75 

Inheritance  Tax 5.577.416  4.0 

Illinois  Central  Railroad  Tax 1 .595,747  1.0 

All  Other  Revenue 

(Fees,  Interest  Earnings,  Refunds,  etc.)       6.933,017  4.50 

Total  Current  Revenue 144.388.637        100  00% 

Emergency  Relief  Bonds 30 .000 .000 

Emergency  Relief  Notes 8 .500 .000 

Trust  Funds 4^383 ^864 

Grand  Total $187,272,501 

*  Exclusive  of  Federal  aid  for  emergrency  relief.    Federal  aid  for 
relief  does  not  pass  through  the  State  Treasury. 
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"Emergency  Relief  Bonds,"  "Emergency  Relief 
Notes,"  and  "Trust  Funds"  are  not  included  as  income. 
The  first  two  are  the  result  of  borrowing  and  refunding 
activities.  They  are  explained  in  detail  in  Chapter  III, 
which  deals  with  the  problem  of  emergency  relief.  The 
third,  "Trust  Funds,"  represents  money  paid  to  the  State 
as  trustee.  Money  so  paid  is  used  for  the  special  purposes 
for  which  it  is  paid. 

We  will  now  examine  the  various  taxes  and  other 
sources  of  income  of  the  State. 

The  Retailers  Occupation  Tax 

The  Retailers'   Occupation   Tax    (more   commonly 
known  as  the  "Sales  Tax")  is  one  of  the  newest  State 
taxes,  as  well  as  the  largest  producer  of  State  revenue.    It 
is  a  tax  upon  the  business  of  selling  tangible  personal 
property  at  retail    The  rate  is  3  per  cent  of  the  gross  re- 
ceipts of  such  business  until  January  1,1937,  after  which 
the  rate  becomes  2  per  cent.     Under  the  3  per  cent  rate, 
the  yield  from  this  tax  will  exceed  $60,000,000  per  year. 
One-third  of  the  collections  from  this  tax  must  be  used 
for  emergency  unemployment  relief  until  January    1, 
1937.     Education  receives  27.4  per  cent,  while   11.81 
per  cent  goes  for  general  State  Government,   11.59  per 
cent  for  pensions  and  public  welfare  institutions,  9.61 
per  cent  for  bond  interest  and  retirement,  and  6.26  per 
cent  for  permanent  improvements,  principally  buildings 
at  State  institutions.     Chart  II  on  page  20  shows  just 
how  these  three  cents  on  the  dollar  are  divided  among 
various  purposes. 
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It  should  be  noted,  perhaps,  that  since  the  Retailers' 
Occupation  Tax  was  enacted,  the  State  has  been  able  to 
meet  all  of  its  payments  for  the  support  of  local  schools 
without  difficulty.  When  the  property  tax  was  used  to 
supply  this  revenue,  these  payments  fell  months  in  ar- 
rears, (and  some  are  not  yet  paid) .  Not  only  did  the 
Retailers'  Occupation  Tax  enable  the  State  promptly  to 
meet  its  obligations  to  the  schools,  but  this  aid  has  been 
increased  from  $10,500,000  to  $13,000,000  each  year. 
Chart  I  on  page  1 6  shows  how  State  aid  to  schools  has 
increased  recently.  Had  it  not  been  for  the  Occupation 
Tax,  this  increase  could  not  have  been  so  great,  if  indeed, 
possible  at  all. 

The  Department  of  Finance  is  charged  with  admin- 
istration of  the  Retailers'  Occupation  Tax.  In  order 
that  all  taxpayers  shall  be  fairly  treated,  that  one  tax- 
payer shall  not  escape  while  others  are  required  to  pay, 
it  is  necessary  to  take  certain  precautions.  For  example, 
the  law  requires  that  each  retailer  subject  to  the  tax  ac- 
quire a  certificate  and  display  it  conspicuously  in  his 
place  of  business.  In  this  manner  it  is  easy  to  see  if  that 
person  is  registered  with  the  Department.  An  amend- 
ment to  the  Retailers'  Occupation  Tax  law  recently 
adopted  provides  that  one  not  so  registered  may  lose  his 
right  to  continue  in  business.  Under  another  recent 
amendment  itinerant  vendors  can  be  required  to  post  a 
bond  guaranteeing  payment  of  the  proper  tax. 

The  Department  maintains  a  stafl^  of  auditors  and  has 
legal  power  to  examine  the  books,  accounts  and  records 
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of  any  business  subject  to  tax  whenever  there  is  any  doubt 
as  to  the  amount  due.  Many  thousands  of  dollars  have 
been  recovered  in  past  due  taxes  as  a  result  of  such  audits. 
All  of  this  is  not  for  the  purpose  of  persecuting  the  honest 
merchant,  but  rather  for  his  protection.  If  it  allowed 
some  to  escape,  aside  from  failing  to  collect  revenue  that 
is  due  to  the  State,  the  Department  would  be  unfair  to 
those  who  pay  the  tax. 

All  of  these  administrative  and  enforcement  activities 
are  carried  on  at  a  cost  not  exceeding  1.85  per  cent  of  the 
amount  collected  from  the  tax,  which  will  exceed  $60,- 
000,000  for  the  fiscal  year  1936.  This  compares  favor- 
ably with  costs  of  collecting  the  accounts  of  any  private 
business,  and  is  less  than  the  cost  of  collecting  local  prop- 
erty taxes  in  most  districts. 

The  Public  Utility  Tax 

This,  the  newest  tax  yet  enacted,  is  a  companion  to 
the  Retailers'  Occupation  Tax.  It  grew  out  of  the 
need  for  funds  to  finance  unemployment  relief. 

The  Public  Utility  Tax  Act  imposes  a  3  per  cent  tax 
upon  water,  gas,  electric,  telephone  and  telegraph  com- 
panies. All  the  revenues  from  this  tax  are  earmarked  for 
the  purpose  of  emergency  unemployment  relief  until  Jan- 
uary 1,  1937.  On  this  date  the  rate  is  lowered  from  3 
per  cent  to  2  per  cent  of  gross  receipts,  and  the  law  directs 
that  revenues  shall  be  used  for  general  State  expenses.  It 
is  estimated  that  this  tax  will  yield  approximately  $7,- 
000,000  annually  under  the  3  per  cent  rate  and  $4,700,- 
000  annually  under  the  2  per  cent  rate. 
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All  public  utilities  subject  to  the  tax  are  required  to 
register  with  the  Department  of  Finance.  The  De- 
partment is  empowered  to  examine  the  records  of  any 
such  utility  for  the  purpose  of  determining  the  proper 
amount  of  tax  due. 


The  Motor  Fuel  Tax 

Next  to  the  Retailers'  Occupation  Tax,  the  Motor 
Fuel  Tax  ranks  as  the  largest  single  source  of  State  rev- 
enue. It  is  a  tax  for  the  use  of  the  State  roads,  col- 
lected from  the  user  at  the  time  gasoline  is  sold  to  him. 
The  rate  is  3  cents  per  gallon  of  gasoline. 

The  wholesaler  or  "distributor"  of  Motor  Fuel  is 
technically  a  tax  collector,  and  transmits  his  collections 
to  the  Department  of  Finance.  For  this  service  he  is  al- 
lowed to  retain  up  to  2  per  cent  of  the  amount  collected 
to  compensate  for  his  expense  in  collecting  and  transmit- 
ting the  tax.  The  cost  of  collecting  the  Motor  Fuel  Tax, 
aside  from  the  2  per  cent  that  may  be  allowed  distribu- 
tors, averages  only  six-tenths  of  one  per  cent  of  the  net 
revenues  from  this  tax,  which  amount  to  approximately 
$30,000,000  each  year. 

Each  distributor  of  motor  fuel  is  licensed  and  may  not 
continue  in  business  if  his  license  is  revoked  for  viola- 
tion of  the  Motor  Fuel  Tax  Act.  Distributors  are  also 
required  to  file  a  bond  with  the  Department  of  Finance, 
so  that  if  any  default  occurs,  the  State  is  protected  from 
loss.      In  addition,  shippers  and  distributors  of  motor 
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fuel  arc  required  to  keep  detailed  records  available  for 
the  Department's  auditors,  showing  all  purchases,  sales, 
losses  of  gasoline,  and  other  information. 

Since  the  Motor  Fuel  Tax  is  for  the  privilege  only  of 
operating  motor  vehicles  upon  the  highways,  refunds  are 
allowed  to  purchasers  of  gasoline  used  in  tractors,  sta- 
tionary engines,  aeroplanes,  and  for  dry  cleaning  and 
other  such  non-highway  purposes. 

The  Motor  Fuel  Tax  revenue  is  used  for  two  purposes. 
The  larger  part  is  used  in  constructing  and  maintaining 
State  highways,  county  roads  and  city  streets.  The 
other  purpose  is  for  the  payment  of  principal  and  interest 
on  $50,000,000  of  unemployment  relief  bonds  floated 
in  1932  and  1934.  The  3  cents  Motor  Fuel  Tax  is 
divided  so  that  1  cent  goes  to  the  State  and  is  used  exclu- 
sively for  highways,  1  cent  to  the  counties  and  1  cent  to 
the  cities  (including  villages  and  incorporated  towns) . 
Before  the  counties  or  municipalities  can  use  any  of  their 
share  upon  their  local  roads  and  streets,  suflBicient  money 
must  be  withheld  to  provide  for  the  payment  of  principal 
and  interest  of  the  unemployment  relief  bonds.  Also, 
the  City  of  Chicago  uses  one-half  of  its  share  (after  pay- 
ment of  relief  bonds)  for  school  purposes. 

Chart  III,  on  page  22  shows  graphically  how  the 
three  cents  per  gallon  is  distributed. 

Motor  Vehicle  License  Tax 

Motor  vehicles  have  been  licensed  in  Illinois  since 
1907.  Licenses  are  issued  by  the  Secretary  of  State  who 
also  collects  the  tax.     Taxes  for  passenger  vehicles  are 
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graduated  according  to  the  horsepower  of  the  automo- 
bile. For  example,  cars  having  less  than  25  horsepower 
carry  a  tax  of  $6.50  per  year,  cars  having  between  25  and 
35  horsepower  carry  a  tax  of  $10.50  per  year,  and  so  on 
in  a  graduated  scale,  up  to  cars  having  more  than  50 
horsepower,  when  the  tax  becomes  $22.50  per  year. 
Most  automobiles  come  within  the  $10.50  class.  Dur- 
ing 1935  the  tax  was  reduced  by  approximately  15  per 
cent,  and  the  above  figures  represent  a  lower  license  tax 
than  formerly  prevailed. 

With  regard  to  trucks  and  busses,  a  different  method 
of  determining  the  tax  is  used.  The  owner  may  choose 
to  pay  either  an  amount  determined  by  the  weight  of  his 
vehicle  or  he  may  choose  to  pay  a  mileage  tax.  This  is 
true  not  only  of  Illinois  residents  but  also  of  owners  of 
trucks  or  busses  living  in  another  State  who  use  Illinois 
highways.  The  weight  tax  varies  from  $5.00  for  ve- 
hicles with  a  gross  loaded  weight  of  3,000  pounds  or 
less,  to  $245.00  for  vehicles  weighing  more  than  24,- 
000  pounds  when  loaded.  The  mileage  tax  is  one  mill 
for  each  mile  traveled,  for  vehicles  having  a  loaded 
weight  of  3,000  pounds  or  less,  and  is  graduated  accord- 
ing to  weight  until  the  rate  for  a  24,000  pound  truck 
reaches  2  cents  a  mile.  In  addition,  all  owners  of  trucks 
and  busses,  whether  paying  the  weight  tax  or  mileage 
tax,  are  required  to  pay  $5.00  per  year  for  each  vehicle 
operated. 

Everyone  is  familiar  with  the  Illinois  license  plates 
displayed  on   motor   vehicles.     The   display   of   these 
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plates  is  the  principal  means  of  enforcing  payment  of 
license  tax.  The  Secretary  of  State  also  has  the  power 
to  examine  the  returns  of  truck  owners  paying  the  mile- 
age tax  to  determine  the  proper  amounts  due. 

Revenue  derived  from  the  motor  vehicle  license  tax 
amounted  to  over  $18,500,000  for  the  fiscal  year  1935. 
This  money  is  used  for  the  maintenance  of  State  high- 
ways, and  also  to  pay  the  principal  and  interest  on 
$160,000,000  of  Highway  Bonds.  These  bonds  were 
authorized  in  1918  and  1923.  At  the  present  time 
more  than  $23,000,000  of  these  bonds  have  been  re- 
tired. 

Revenue  from  the  Motor  Vehicle  Tax  is  estimated  at 
about  $17,000,000  for  the  fiscal  year  1936.  This  de- 
crease from  1935  is  due  to  the  reduction  of  tax  by  the 
1935  General  Assembly. 

Chart  IV,  on  page  24,  shows  graphically  how  rev- 
enues from  the  Motor  Vehicle  License  Tax  are  dis- 
tributed. Chart  VIII  shows  how  revenues  from  this 
source  have  fluctuated  from  year  to  year,  since  1925. 

Late  Payments  of  General  Property  Tax 

As  already  noted,  the  State  of  Illinois  has  not  levied  a 
tax  on  property  since  1932.  However,  during  the  fiscal 
year  1935,  slightly  more  than  $9,000,000  in  late  pay- 
ments of  property  tax  were  collected.  Comparatively 
small  amounts  can  be  expected  from  this  source  in  the 
future,  if  there  are  no  new  levies. 

The  property  tax  formerly  wholly  supported  two 
bond  issues   (Waterway  and  Soldiers'  Compensation), 
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aid  to  local  schools,  and  blind  relief.  It  also  supported, 
in  part,  the  University  of  Illinois  and  general  State  Gov- 
ernment (including  public  virelfare  institutions)  .  The 
Retailers'  Occupation  Tax  has  taken  its  place  entirely, 
and  these  functions  must  now  look  to  this  tax  for  sup- 
port. 

Much  of  the  money  collected  on  account  of  late  pay- 
ments of  property  taxes  has  been  "spent"  already.  This 
is  because  some  of  the  purposes  supported  by  the  property 
tax  before  the  advent  of  the  Retailers'  Occupation  Tax 
often  "mortgaged"  their  future  revenue  in  return  for  a 
transfer  of  money  to  them.  For  example,  highways  are 
supported  in  part  from  the  Motor  Fuel  Tax,  while  the 
payment  of  principal  and  interest  on  Waterway  Bonds 
was  formerly  dependent  on  the  property  tax.  In  order  to 
avoid  default,  it  was  often  necessary  for  Waterway  Bonds 
to  "borrow"  from  highways,  because  the  money  was 
available  from  the  Motor  Fuel  Tax,  but  not  from  the 
property  tax.  As  the  property  taxes  levied  for  Waterway 
Bonds  are  finally  collected,  the  money  is  used  to  "repay" 
highways.  This  is  known  as  a  "payment  of  inter-fund 
borrowing,"  or  an  "inter-fund  transfer." 

On  the  other  hand,  property  taxes  levied  for  aid  to 
local  schools,  and  for  blind  relief  were  not  "mortgaged," 
with  the  result  that  these  purposes  had  to  wait  for  their 
money.  But  since  school  and  blind  relief  levies  were  not 
encumbered,  money  from  these  levies  can  be  devoted  to  its 
original  purpose  as  soon  as  collected.  The  same  holds 
true  for  other  levies  after  any  encumbrance  has  been  paid 
off. 
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Liquor  Taxes 

With  the  repeal  of  the  18th  Amendment,  a  new  source 
of  revenue  was  opened  to  the  State,  in  the  form  of 
licenses  and  taxes  upon  the  manufacture  and  sale  of 
alcoholic  liquors.  Fortunately,  it  so  happened  that 
liquor  taxes  came  at  a  time  when  revenue  from  older 
taxes  was  diminished,  due  to  economic  conditions.  We 
will  say  more  about  this  matter  at  another  place. 

In  Illinois,  licenses  are  required  of  liquor  retailers  who 
pay  a  fee  of  $50.00  annually  for  each  place  of  business. 
State  licenses  are  granted  only  under  certain  conditions, 
designed  to  regulate  the  liquor  traffic  in  the  public  in- 
terest, and  then  only  after  a  local  license  has  been  granted 
by  city  or  county  authorities.  Other  licenses  with 
larger  fees  are  required  of  manufacturers,  distributors 
(wholesalers)  and  "importing"  distributors  of  liquors. 
Applications  for  licenses  are  made  to  the  Illinois  Liquor 
Control  Commission,  which  administers  the  regulatory 
features  of  the  State  law,  but  all  fees  are  paid  to  the  De- 
partment of  Finance  which  administers  the  revenue  sec- 
tions of  the  liquor  law. 

In  addition  to  license  fees,  the  State  collects  "gallon- 
age"  taxes  on  alcoholic  liquors  at  the  rate  of  2  cents  a 
gallon  on  beer,  1 0  cents  a  gallon  for  wine  containing  1 4 
per  cent  or  less  alcohol,  25  cents  for  wine  of  more  than  14 
per  cent  alcohol,  and  50  cents  a  gallon  for  whiskey  and 
other  spirits.  In  order  to  facilitate  enforcement  of  these 
taxes,  the  Department  of  Finance  sells  liquor  revenue 
stamps  of  various  denominations.     Liquor  stamps  are 
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sold  just  as  are  postage  stamps.  This  system  provides  a 
sure  method  of  determining  whether  or  not  the  tax  has 
been  paid.  The  presence  of  a  stamp  upon  a  bottle  of 
liquor  shows  that  the  tax  has  been  paid,  just  as  the  stamp 
on  a  letter  shows  that  postage  has  been  paid.  These 
stamps  are  made  in  such  a  way  as  they  cannot  be  removed 
and  used  again.  Counterfeiting  them  is  difficult  and  sub- 
ject to  heavy  penalties. 

All  income  from  liquor  taxes  and  licenses,  amounting 
to  about  $8,500,000  each  year,  is  used  for  the  support 
of  general  State  Government,  including  State  Institu- 
tions, the  University  of  Illinois,  and  other  activities. 
Licenses  account  for  approximately  $1,500,000  of  all 
liquor  revenue,  while  gallonage  taxes  yield  the  rest,  or 
about  $7,000,000  annually. 

The  cost  of  collecting  liquor  revenue  (including  capital 
equipment  necessary  for  initiating  a  new  tax)  is  2.72  per 
cent  of  collections  if  the  expense  of  liquor  revenue  stamps 
is  not  included.  The  cost  of  stamps  is  1.41  per  cent  of 
liquor  revenue  collections. 

Insurance  Taxes 

The  most  important  insurance  tax  is  the  2  per  cent 
gross  premium  tax  paid  by  insurance  companies  organ- 
ized in  other  States.  No  such  tax  is  charged  to  Illinois 
companies.  Unless  these  taxes  are  paid,  an  insurance 
company  subject  to  them  will  lose  the  privilege  of  writ- 
ing policies  in  Illinois.  This  and  other  insurance  taxes 
and  fees  are  administered  by  the  Department  of  Insur- 
ance. 
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Insurance  taxes  of  less  importance  than  the  premium 
tax  include  the  "Fire  Marshal  Tax"  of  one-half  of  one 
per  cent  of  the  premiums  of  fire  insurance  companies. 
There  are  also  numerous  filing  fees,  ranging  from  $  1  to 
$10  each  year,  imposed  upon  different  kinds  of  com- 
panies. 

Insurance  taxes  yielded  about  $5,000,000  during  the 
fiscal  year  1935.  This  revenue  is  used  to  pay  general 
State  expenses. 

Corporation  Taxes. 

For  the  privilege  of  doing  business  as  a  corporation, 
the  State  collects  an  annual  Franchise  Tax  of  one- 
twentieth  of  one  per  cent  of  the  shareholders'  investment 
in  the  corporation.  Thus,  if  the  stockholders  have  in- 
vested $100,000  in  a  company,  the  tax  would  amount 
to  $50  per  year.  If  a  company  does  business  in  some 
State  other  than  Illinois,  then  the  amount  of  tax  is  re- 
duced in  proportion  to  the  amount  of  business  done  and 
property  owned  outside  of  Illinois.  Corporations  must 
also  pay  a  similar  fee  upon  beginning  business  in  Illinois. 
This  fee  is  known  as  the  Initial  License  Fee. 

Each  corporation  must  pay  the  corporation  tax  in 
order  to  do  business  in  Illinois,  and  failure  to  pay  this 
tax  results  in  loss  of  that  right.  The  corporation  tax 
is  used  for  the  purpose  of  paying  general  State  expenses. 
It  produces  about  $3,225,000  per  year. 
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The  Inheritance  Tax 

This  tax  has  been  a  part  of  the  Illinois  taxing  system 
since  1895,  although  changes  have  been  made  from  time 
to  time.      It  is  a  tax  upon  the  right  to  inherit  property. 

The  rate  of  tax  varies  according  to  the  amount  re- 
ceived by  the  heir,  and  also  according  to  the  relation  of 
the  heir  to  the  deceased.  Then  there  arc  also  exemp- 
tions depending  upon  the  relationship  of  the  heir.  For 
example,  a  child  or  widow  inheriting  property  is  exempt 
from  tax  entirely  up  to  $20,000,  and  the  tax  is  only  2 
per  cent  of  the  next  $50,000  or  part,  and  ranges  up  to 
14  per  cent  on  all  amounts  in  excess  of  $250,000.  On 
the  other  hand,  if  the  person  inheriting  property  is  not 
at  all  related  to  the  deceased,  only  $100  exemption  is  al- 
lowed, and  the  rate  ranges  from  10  per  cent  to  30  per 
cent,  according  to  the  amount  received. 

Revenue  from  the  Inheritance  Tax  fluctuates  greatly 
from  year  to  year.  It  has  amounted  to  as  much  as  $15,- 
666,000  per  year  and  as  little  as  $3,739,000  in  a  year. 
All  receipts  from  this  tax  are  used  for  the  payment  of 
general  State  expenses. 

The  tax  is  supervised  by  the  Attorney  General,  but 
most  of  its  administration  is  left  to  the  County  Judges 
and  County  Clerks  of  the  102  counties  of  the  State. 
Payment  of  the  tax  is  made  to  County  Treasurers,  who 
report  monthly  to  the  State  Auditor  and  send  in  their 
collections  (less  2  per  cent)  to  the  State  Treasurer. 
Two  per  cent  is  kept  by  each  county  to  reimburse  it  for 
handling  the  tax. 
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The  Illinois  Central  Railroad  Tax 

This  tax  is  the  oldest  State  tax  now  in  effect,  having 
its  inception  when  the  Illinois  Central  Railroad  was 
granted  its  charter  by  the  State  in  1851.  The  tax  is  at 
the  rate  of  7  per  cent  of  the  gross  receipts  from  the 
"charter  lines"  of  the  railroad  in  Illinois.  In  return,  the 
railroad  received  large  grants  of  land  and  also  exemption 
from  any  other  taxes  against  its  "charter  lines".  These 
lines  extend  from  Chicago  to  Cairo  and  from  Centralia 
to  East  Dubuque,  a  total  distance  of  705  miles. 

This  tax  is  collected  by  the  State  Auditor.  For  the 
fiscal  year  1935  it  yielded  $1,595,000.  Between  1920 
and  1929  it  yielded  more  than  $3,000,000  per  year.  In 
recent  years  it  has  yielded  only  about  half  as  much. 

Minor  Taxes 

There  are  a  few  taxes  of  minor  importance  that  should 
be  mentioned.  The  most  important  of  this  group  is  the 
Horse  Racing  Tax  of  20  cents  upon  each  admission  to  a 
horse  race,  plus  from  $1,000  to  $2,500  per  racing  day, 
depending  on  where  the  meet  is  held.  This  tax  is  admin- 
istered by  the  State  Racing  Commission.  Collections 
under  this  tax  are  about  one-half  million  dollars  an- 
nually, and  are  used  in  part  to  pay  premiums  at  the  State 
and  County  Fairs. 

The  tax  on  boxing  and  wrestling  exhibitions  is  ad- 
ministered by  the  Athletic  Commission  and  is  at  the  rate 
of  10  per  cent  of  the  gross  receipts  from  any  such  match. 
Only  a  few  thousand  dollars  annually  have  been  received 
from  this  source  in  recent  years. 
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The  Security  Registration  Tax  upon  public  utility 
securities  is  administered  by  the  Commerce  Commission, 
and  during  the  past  few  years  has  yielded  only  a  few 
thousand  dollars  annually.  This  tax  is  at  the  rate  of  10 
cents  per  $100  upon  stocks  and  bonds  issued  by  public 
utilities.  Likewise,  the  tax  of  one-twentieth  of  1  per  cent 
on  the  face  value  of  speculative  securities,  administered  by 
the  Secretary  of  State,  is  of  little  revenue  importance  as  it 
is  chiefly  a  regulatory  measure. 

Miscellaneous  Licenses  and  Fees 

Numerous  licenses  and  inspection  fees  of  small 
amounts  arc  imposed.  These  fees  come  from  hunting 
and  fishing  licenses,  oil  inspection,  grain  inspection  and 
various  occupational  licenses.  They  are  in  all  cases  of 
nominal  amounts  and  in  some  cases  are  used  to  pay  the 
expenses  of  the  Department  administering  them,  and  in 
others  are  used  for  general  State  expenses.  For  example, 
the  game  and  fish  license  fees  are  used  to  support  the  De- 
partment of  Conservation.  On  the  other  hand,  the  rev- 
enue from  occupational  license  fees  are  used  for  general 
State  expenses. 

As  a  group  these  fees  yield  about  $2,400,000  annually 
and  are  of  some  importance  as  a  source  of  State  revenue. 

"Fees"  are  distinguished  from  "taxes"  on  the  ground 
that  a  fee  is  charged  a  person  for  a  direct  specific  service 
of  the  State  to  him,  such  as  examination  of  oil  and  gaso- 
line, or  inspection  of  grain.  A  tax,  on  the  other  hand, 
is  generally  collected,  and  not  charged  because  of  any  par- 
ticular service  rendered  to  the  person  paying  the  tax. 
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Other  Sources  of  Revenue 

Note  should  be  made  of  other  revenues  accruing  to  the 
State  from  sources  not  included  as  taxes  or  fees.  A  most 
important  source  of  State  revenue  has  been  Federal  aid 
for  such  purposes  as  roads  and  unemployment  relief. 
The  amounts  of  Federal  aid  received  since  1925  are 
shown  in  Chart  VII,  on  page  3 1 . 

The  interest  on  State  funds  paid  by  banks  in  which 
State  money  is  kept  forms  an  important  source  of  non- 
tax revenue.  The  State  received  $314,000  from  this 
source  during  the  fiscal  year  1935. 

During  this  fiscal  year,  $2,737,000  was  realized  from 
tuition  and  other  earnings  of  the  University  of  Illinois 
and  from  earnings  of  the  charitable  and  penal  institutions 
of  the  State.  All  this  money  is  devoted  to  the  institution 
receiving  it. 

Borrowing  of  all  kinds  is  not  considered  a  revenue 
item,  since  borrowing  represents  money  that  eventually 
must  be  repaid. 

Some  Comments 

The  foregoing  summary,  brief  though  it  be,  intro- 
duces the  reader  to  the  taxing  system  of  Illinois.  This 
system  has  changed  somewhat  in  the  past  few  years. 

New  State  taxes  have  been  enacted  to  meet  new  needs 
and  new  conditions.  The  Motor  Fuel  Tax  was  enacted 
to  finance  modern  hard-surfaced  roads.  The  Retailers' 
Occupation  and  Public  Utility  Taxes  met  the  problems 
of  unemployment  relief  and  property  tax  reduction.  The 
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Retailers'  Occupation  Tax  also  has  been  a  replacement 
tax,  giving  some  measure  of  relief  to  real  estate,  and  at 
the  same  time  proving  a  more  dependable  source  of  rev- 
enue than  the  old  State  property  tax. 

The  liquor  taxes,  too,  have  acted  as  replacement 
taxes.  Since  the  fiscal  year  1930  five  traditional  sources 
of  State  revenue  used  to  finance  the  general  work  of  the 
State  have  diminished  almost  $7,000,000  annually.  We 
refer  to  the  Inheritance  Tax,  the  Illinois  Central  Tax, 
the  Insurance  Taxes  and  Fees,  the  Corporation  Tax,  and 
Miscellaneous  Fees,  Earnings  and  Refunds.  Chart  IX, 
on  page  50,  shows  how  the  returns  from  these  taxes  fluc- 
tuated in  the  period,  1925-1935,  and  the  sharp  decrease 
in  recent  years.  Chart  X  shows  how  the  liquor  taxes 
have  just  a  little  more  than  made  up  for  the  diminished 
returns  from  these  other  taxes.  It  clearly  follows  that 
until  these  other  revenues  show  substantial  gains,  the 
liquor  taxes  are  not  free  to  finance  some  new  State  ac- 
tivity, but  merely  make  up  the  deficiency  caused  by  the 
loss  of  other  revenue. 

The  recent  taxes,  mentioned  above,  have  served  to 
make  citizens  "tax  conscious"  as  never  before.  When 
the  State  depended  largely  on  the  property  tax  and  the 
taxes  on  corporations,  insurance,  and  inheritances,  few 
people  were  much  aware  of  State  taxes,  since  they  all 
were  pretty  much  "hidden"  from  every  day  view. 

Some  yearn  for  the  old  so-called  "painless"  method 
again.  On  the  other  hand,  other  persons  feel  that  it  is 
a  healthy  thing  that  everyone  pays,  and  knows  he  is 
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STATE  OF  ILLINOIS 
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paying  something  in  taxes.  These  people  argue  that 
everyone  receives  some  benefit  from  the  government,  and 
that  when  every  citizen  knows  he  is  paying  for  it,  he 
will  be  more  interested  in  good  government  and  more 
alert  to  combat  waste  and  inefficiency. 

Which  view  will  finally  prevail,  no  one  can  foresee. 
But  at  any  rate,  it  is  "everybody's  business"  to  study  his 
tax  system  and  work  for  its  improvement.  This  de- 
scription of  it  should  serve  as  a  source  of  information 
leading  to  betterment. 
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CHART  XI 

WHERE  THE  1935  STATE  DOLLAR  WENT 

(Fiscal  Year  Ending  June  30,  1935) 
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Chapter  II 
THE  PURPOSES  OF  STATE  EXPENDITURE 

^ho  Spends  the  State  s  Money? 

We  have  pointed  out  how  it  is  the  business  of  the 
State  not  to  make  an  income,  but  rather  to  render  service 
to  its  citizens  in  the  form  demanded  by  them.  These 
services  demand  an  organization  if  they  are  to  be  ef- 
ficiently rendered. 

The  Constitution  provides  for  a  Governor,  Lieutenant 
Governor,  Secretary  of  State,  Auditor  of  Public  Ac- 
counts, State  Treasurer,  and  Superintendent  of  Public 
Instruction.    These  are  called  "Constitutional  Officers." 

In  addition  to  the  Constitutional  Officers,  there  are 
certain  other  officers  of  State  Government.  These  are  the 
Directors  of  the  "code  departments."  These  departments 
are  so  called  because  they  derive  their  powers  from  the 
"civil  administrative  code,"  adopted  in  1917.  The  code 
departments  are: — The  departments  of  Finance,  Agricul- 
ture, Labor,  Mines  and  Minerals,  Public  Works  and 
Buildings,  Public  Welfare,  Public  Health,  Insurance, 
Registration  and  Education,  and  Conservation, — ten  in 
all. 

Finally,  there  are  certain  boards  and  commissions, 
such  as  the  Board  of  Trustees  of  the  University  of  Illi- 
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nois,  the  Tax  Commission,  the  Liquor  Control  Com- 
mission, the  Illinois  Emergency  Relief  Commission,  the 
Commerce  Commission,  and  others. 

The  Constitutional  Officers,  and  the  Board  of  Trus- 
tees of  the  University  of  Illinois  are  elected  by  the  Peo- 
ple. All  other  officers  are  appointed  by  the  Governor, 
with  the  advice  and  consent  of  the  State  Senate.  These 
include  the  directors  and  other  officers  of  code  depart- 
ments, and  the  members  of  boards  and  commissions, 
(other  than  the  Board  of  Trustees  of  the  University). 
Officers  appointed  by  the  Governor  are  responsible  for 
about  75  per  cent  of  all  State  expenditures. 

How  Much  Does  the  State  Spend? 

No  citizen  can  make  an  intelligent  decision  on  the  im- 
portant query — "Are  taxes  too  high?" — until  he  learns 
the  answers  to  at  least  two  questions.  These  are, 
FIRST,  how  much  are  total  expenditures?  and  SEC- 
OND, what  are  the  expenditures  for? 

On  the  opposite  page  is  an  analysis  of  State  expendi- 
tures for  the  latest  fiscal  year,  that  is,  for  the  twelve 
months  ending  June  30,  1935.  The  Chart  on  page  54 
also  shows  graphically  the  relative  importance  of  ex- 
penditure items  in  this  period. 

.  The  reader  will  notice  that  certain  items  are  elimin- 
ated from  "Net  Warrants  Issued",  or  "Total  Expense", 
and  these  should  be  understood  at  the  outset.  These 
items  do  not  affect  the  taxpayer  because  no  money  comes 
from  his  pocket  on  their  account. 
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AN  ANALYSIS  OF  STATE  EXPENDITURES 


(Fiscal  Year  Ending  June  30,  1935) 

Warrants 
Issued 
Highway  Construction  and  Maintenance.!  32.796,402 

Education 28.441 ,563 

Emergency  Relief 23 ,683 ,768 

Bond  Retirement  and  In- 
terest  $16,829,363 

Emergency    Relief    Note 
Interest 990.335 


Total  Interest  and  Retirement  of  Debt. . , 

Charitable  and  Penal 

Motor  Fuel  Tax  Distribution  to  Counties 

and  Cities* 

All  Other  PuriK)ses 


NET  WARRANTS  ISSUED  (Total  Ex- 
pense)  $147,862,708 

Trust  Funds 4,415.810 

Payment  of  Inter-Fund  Borrowing 5,283.400 

Emergency  Relief  Note  Principal 28,532,700 


Per  Cent 

of  Net 
Warrants 

22.00 
19.25 
16.00 


17,819,698 

12.00 

16.207.142 

11.00 

11,758,097 

8.00 

17,156,038 

11.75 

100.00% 


GROSS  WARRANTS  ISSUED $186,094,618 


*  Includes  villages  and  incorporated  towns. 
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"Trust  Funds"  represent  payments  made  by  the  State 
as  a  trustee,  which  payments  are  financed  entirely  from 
outside  resources  and  not  by  State  taxpayers. 

"Payment  of  Inter-Fund  Borrowings"  is  a  transfer 
item,  and  represents  money  previously  diverted  from  one 
purpose  and  used  for  another.  When  the  money  is  again 
made  available  for  the  original  purpose,  it  appears  as  a 
"warrant  issued,"  but  it  is  really  only  a  transfer  from  one 
fund,  or  "pocket"  in  the  State  treasury  to  another. 

Between  1931  and  1934,  over  $37,000,000  was  di- 
verted in  this  manner.  However,  at  present,  practically 
all  of  this  money  has  been  returned  to  its  original  pur- 
pose, and  no  such  diversion  occurred  during  the  fiscal 
year  1935. 

"Emergency  Relief  Note  Principal"  merely  represents 
a  refunding  duplication,  since  these  notes  were  paid  by 
bonds  issued  to  pay  them.  It  is  just  as  if  Mr.  Jones  bor- 
rowed $5,000  at  the  bank  to  build  a  house,  and  then 
mortgaged  the  house  to  a  building  and  loan  association 
to  obtain  $5,000  to  pay  the  bank  loan.  He  has  actually 
spent  only  $5,000,  although  he  made  payments  totaling 
$10,000  ($5,000  for  the  house  plus  $5,000  to  pay  the 
bank  loan.)  His  only  extra  expense  is  interest  on  the 
bank  loan.  The  State  of  Illinois  followed  substantially 
this  same  procedure  in  financing  some  $50,000,000  of 
unemployment  relief.  The  only  extra  expense  was  in- 
terest on  the  Emergency  Relief  Notes.  The  reader  will 
see  that  this  interest  is  set  forth  as  an  expense. 
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Eliminating  these  three  items,  we  have  left  almost 
$148,000,000  as  the  "total  expense"  of  the  State  Gov- 
ernment for  the  fiscal  year  1935.  This  is  a  large  sum. 
It  is  the  citizen's  duty  to  decide  if  this  expenditure  is 
wisely  made,  or  if  it  can  well  be  reduced  without  sacri- 
ficing more  than  the  amount  saved.  He  can  only  do  this 
by  looking  at  the  different  purposes  for  which  the  money 
was  spent. 

In  considering  the  different  expense  items  we  have 
placed  in  parenthesis,  before  each  one,  the  tax  or  taxes 
that  support  each.  For  example,  if  the  reader  believes  that 
highway  expenditures  should  be  reduced,  he  knows  that 
this  will  make  possible  some  reduction  in  those  taxes  that 
support  highways,  namely,  the  Motor  Vehicle  License 
Tax  and  the  Motor  Fuel  Tax.  Let  us  examine  each 
item  of  state  e;cpense  more  fully. 

Highway  Construction  and  Maintenance. 

(Paid  for  by  Motor  Vehicle  and  Motor  Fuel  Taxes 
and  Federal  Aid.) 

Expenditure  for  State  highways  is  the  largest  item  in 
the  State's  expense  account.  Even  so,  it  docs  not  include 
all  State  tax  money  spent  on  roads,  since  the  counties  and 
municipalities  receive  part  of  the  Motor  Fuel  Tax  rev- 
enues to  improve  local  roads  and  streets. 

The  highway  system  of  Illinois  is  one  of  the  finest 
in  the  United  States.  Illinois  has  more  miles  of  paved 
road  than  any  other  State  in  the  Union.  There  arc  12,- 
256  miles  of  paved  roads  in  Illinois,  compared  with 
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6,593  in  New  York,  6,297  in  Pennsylvania,  4,342  in 
Iowa  and  3,724  in  Indiana. 

All  expenditures  for  State  highways  are  made  by  the 
Department  of  Public  Works  and  Buildings  whose  Di- 
rector is  appointed  by  the  Governor. 

Federal  Aid  is  an  important  source  of  revenue  for 
building  and  maintaining  highways.  With  the  diver- 
sion of  two-thirds  of  the  Motor  Fuel  Tax  to  the  coun- 
ties and  municipalities,  and  the  recent  reduction  in  the 
Motor  Vehicle  License  Tax,  the  State  must  look  more 
and  more  to  this  aid. 

Education 

(Paid  for  from  the  Retailers'  Occupation  Tax,  the 
Inheritance  Tax,  Illinois  Central,  Insurance  and 
Corporation  Taxes  and  Miscellaneous  Revenue.) 

The  largest  cost  of  education  is  represented  by  State 
aid  to  local  schools,  which  has  undergone  a  large  in- 
crease in  recent  years.  During  the  fiscal  year,  1935, 
$19,979,000  was  distributed  for  this  purpose  from  the 
Common  School  Fund. 

Expenses  of  the  University  of  Illinois  aggregate  about 
$5,375,000,  and  expenses  of  the  five  State  normal 
schools  amount  to  approximately  $1,900,000  annually. 
Other  cost  items  included  under  "education"  are  the  ex- 
penses of  the  Superintendent  of  Public  Instruction,  the 
State  schools  for  the  blind  and  for  the  deaf,  and  excess 
costs  of  educating  certain  handicapped  children  in  the 
public  schools  throughout  the  State. 
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Payments  from  the  State  Treasury  for  education  will 
no  doubt  continue  to  increase.  State  aid  to  schools  has 
been  greatly  increased,  and  funds  are  now  available  regu- 
larly every  month  from  the  Retailers'  Occupation  Tax. 
The  schools  are  no  longer  dependent  upon  the  uncertain 
receipts  from  the  property  tax. 

Emergency  Unemployment  Relief 

(Paid  for  by  the  Retailers'  Occupation  Tax  and 
(after  July  1,  1935)  by  the  Public  Utility  Tax.) 

This  expenditure  took  third  place  during  the  fiscal 
year  1935.  This  represents  State  expenditures  only. 
Federal  funds  are  also  used  for  relief,  but  do  not  appear 
as  State  expenditure.  Emergency  relief  is  a  very  recent 
item,  appearing  for  the  first  time  in  1932.  Its  continu- 
ance as  a  State  expense  item  obviously  depends  upon  the 
return  of  normal  employment  conditions.  However,  the 
State  will  undoubtedly  continue  in  the  future  to  provide 
funds  for  Old  Age  Pensions  and  other  charitable  or  relief 
purposes,  so  that  we  cannot  look  for  the  total  disappear- 
ance of  this  or  similar  expenditures. 

The  subject  of  emergency  relief  has  occupied  such  a 
conspicuous  place  in  State  finance  during  recent  years, 
that  the  entire  next  chapter  is  devoted  to  it. 

Bond  Retirement  and  Interest. 

(Paid  for  by  the  Retailers'  Occupation  Tax,  Motor 
Vehicle  License  Tax  and  Motor  Fuel  Tax.) 

This  expenditure  is  made  in  connection  with  out- 
standing State  debts  incurred  for  waterway  construction, 
highway  construction,  soldiers'  compensation,  and  emer- 
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gcncy  unemployment  relief.  It  will  continue  to  show  an 
increase  on  the  basis  of  bonds  now  outstanding,  many  of 
which  become  due  and  payable  in  the  relatively  near 
future. 

Outstanding  State  bonds  as  of  August  1,  1935,  were 
as  follows: 


Year 
Issue 
Author- 
ized 

Rate 

of 

Interest 

Total 

Amount 

Issued 

Amount 
Outstanding 

on 
Aug.  1.  1935 

Last  Ma- 
turities 
of  Each 
Issue 

Waterway  Construction 

Hishwav  Construction 

1919 
1918 
1923 
1922 
1932 
1934 

4% 
4% 

4% 
4-4%% 

4H% 
3Ji% 

S  20,000,000 
60,000,000 
100,000,000 
55,000.000 
20,000,000 
30,000,000 

%  5,000,000 
39,058,000 
98,000,000 
32,010,000 
18,500,000 
30,000,000 

1940 
1944 

Highway  Construction 

1959 

Soldiers'  Compensation 

1944 

Emergency  Relief 

1944 

Emersencv  Relief 

1954 

TOTAL  

$285,000,000 

$222,568,000 

We  shall  look  further  into  the  matter  of  the  State  debt 
in  Chapter  VII  on  "The  State  As  a  Borrower." 

Emergency  Relief  Note  Interest 

(Paid  from  Emergency  Relief  Bonds,  which  in  turn 
are  ultimately  paid  from  Motor  Fuel  Tax.) 

This  represents  interest  paid,  during  the  fiscal  year, 
1935,  on  Emergency  Relief  Notes.  Soihe  reference  has 
already  been  made  to  this  interest  in  explaining  why  the 
payment  of  principal  on  these  notes  is  not  included  as 
an  expense.  Sufficient  to  say  here,  this  interest  is  a  cost 
the  same  as  interest  paid  on  bonded  debt.    This  cost  will 
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be  avoided  in  the  future  with  adoption  of  the  policy  of 
"pay  as  you  go"  for  relief  needs. 

Charitable  and  Penal 

(Paid  for  from  the  Retailers'  Occupation  Tax,  the 
Inheritance,  Illinois  Central,  Insurance  and  Cor- 
poration Taxes,  Miscellaneous  Fees  and  Earnings.) 

Expenditures  on  charitable  and  penal  institutions 
form  an  important  part  of  the  State's  expenses.  Before 
the  advent  of  improved  State  highways,  large  grants  for 
education,  and  emergency  relief,  (all  developments  of  the 
last  ten  or  fifteen  years) ,  the  charitable  and  penal  institu- 
tions of  the  State  were  by  far  the  largest  items  of  expense. 

The  State  maintains  thirteen  hospitals  for  the  insane 
and  feeble  minded,  seven  penal  and  correctional  institu- 
tions, and  eight  schools  and  homes  for  the  blind,  deaf  and 
aged.  The  total  number  of  persons  in  State  institutions 
is  more  than  48,000,  or  the  population  of  a  good-sized 
city.  The  number  of  inmates  has  shown  a  continuous 
increase,  not  only  adding  to  the  yearly  operating  ex- 
penses of  existing  institutions,  but  also  requiring  a  con- 
tinuous building  program  to  provide  housing  and  service 
facilities.  The  building  program  was  curtailed  during 
the  last  few  years,  and  will  and  must  necessarily  show  a 
considerable  increase  in  the  future,  if  the  State  is  to  carry 
on  the  work  safely  and  efficiently. 

In  addition  to  maintaining  the  institutions,  the  State 
also  has  undertaken  to  aid  the  counties  in  paying  pensions 
to  destitute  mothers  and  blind  persons. 
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Motor  Fuel  Tax  Distribution  to  Counties  and  Cities. 
(Paid  for  from  Motor  Fuel  Tax.) 
This  item  represents  the  amount  of  money  in  the 
State  Treasury  turned  over  to  counties  and  municipalities 
from  the  Motor  Fuel  Tax.  These  payments  are  used 
for  local  road  and  street  purposes,  approved  by  the  Di- 
vision of  Highways,  and  are  in  addition  to  amounts  paid 
on  the  Emergency  Relief  Bonds  out  of  the  Motor  Fuel 
Tax.  The  City  of  Chicago  also  uses  one-half  of  its 
allotment  for  school  purposes. 

All  Other  Purposes 

(Paid  for  from  the  Retailers'  Occupation  Tax,  the 
Inheritance,  Illinois  Central,  Insurance  and  Cor- 
poration Taxes,  Miscellaneous  Fees  and  Earnings.) 

"All  other"  expenditures  cover  a  myriad  of  activities. 
Space  prohibits  the  listing  of  all  of  them  here,  but  a  few 
of  the  more  important  should  be  mentioned. 

The  State  maintains  the  Supreme  and  Appellate 
Courts,  and  pays  the  salaries  of  judges  of  the  Superior, 
Circuit  and  City  Courts.  It  contributes  $400  annually 
toward  the  salary  of  the  State's  Attorney  in  each  of  the 
102  counties  and  also  pays  the  salaries  of  the  Court  Re- 
porters.    All  of  this  costs  about  $1,500,000  per  year,  v 

The  State  Legislature  costs  on  the  average  of  half  a 
million  dollars  a  year.  There  are  51  members  of  the 
Senate  and  153  members  of  the  House.  Each  Senator  and 
Representative  receives  $3,500  every  two  years.  Neces- 
sary traveling  and  other  expenses  are  also  allowed. 
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The  State  spends  about  $650,000  per  year  for  military 
purposes.  This  covers  the  State's  share  of  the  cost  of 
maintaining  and  housing  the  National  Guard.  This  is 
necessary  to  provide  protection  to  life  and  property  in 
situations  beyond  the  control  of  local  officers,  such  as 
riots,  disorders,  floods  and  other  disasters. 

The  State  aids  agriculture  through  the  State  Depart- 
ment of  Agriculture.  Some  of  this  Department's  im- 
portant duties  are:  The  prevention  and  eradication  of 
tuberculosis  and  other  contagious  diseases  in  livestock; 
testing  seeds  for  purity  and  germinating  power;  enforc- 
ing the  pure  food  laws  and  the  laws  providing  for  honest 
weights  and  measures.  Slightly  less  than  two  million 
dollars  annually  are  spent  for  these  and  other  related  pur- 
poses. 

Labor  is  protected  by  the  Department  of  Labor. 
This  Departihent  enforces  the  Factory  Inspection  Laws, 
the  Child  Labor  Act,  the  Minimum  Wage  Law  for 
women  and  children,  the  Health,  Comfort  and  Safety  of 
Employees  Act,  the  "One  Day  of  Rest  in  Seven"  Act, 
and  the  Act  licensing  private  employment  agencies.  This 
Department  also  operates  the  twenty-three  Illinois  Free 
Employment  offices.  During  the  two-year  period — ^Junc 
30,  1933  to  June  30,  1935,  more  than  275,000  place- 
ments were  made  through  these  offices. 

The  mining  laws  of  the  State  are  enforced  by  another 
Department,  the  Department  of  Mines  and  Minerals. 
One  of  its  most  important  duties  is  to  inspect  all  pro- 
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ducing  mines,  and  see  that  conditions  arc  safe.  The  State 
spends  approximately  $80(T,000  per  year  for  Labor  and 
Mines. 

About  $600,000  a  year  is  spent  on  public  health, 
through  the  Department  of  Public  Health.  This  De- 
partment inspects  public  water  supplies  and  sewage  sys- 
tems, examines  milk  and  other  food  for  purity,  and  con- 
trols contagious  disease. 

The  State  protects  the  wild  life  of  the  State  and  takes 
all  measures  necessary  for  its  conservation,  including  en- 
forcement of  the  game  and  fish  laws  and  prevention  of 
lake  and  stream  pollution.  The  Department  of  Con- 
servation has  been  set  up  for  this  purpose.  All  expenses 
of  this  Department  amounting  to  some  $400,000  an- 
nually, are  paid  out  of  the  proceeds  of  fish  and  game 
licenses. 

One  item  that  is  usually  carried  as  an  expense  is  that 
of  "refunds."  Strictly  speaking,  however,  refunds  should 
be  considered  as  an  offset  to  revenue.  The  State  refunds 
almost  $2,000,000  per  year  of  taxes  paid.  Some  of  this 
is  on  account  of  errors,  but  the  bulk  is  on  account  of 
Motor  Fuel  Tax  required  to  be  paid  on  gasoline  used  for 
agricultural,  industrial,  aeroplane  and  other  non-high- 
way purposes,  and  refundable  by  law. 

Other  expenses  not  already  mentioned  include  the  cost 
of  supervising  state  banks  and  trust  companies,  building 
and  loan  associations,  insurance  companies  and  other 
financial  institutions;  the  cost  of  regulating  public  util- 
ities and  other  companies  affected  with  the  public  interest ; 
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the  cost  of  assessing  certain  property  for  local  taxation; 
the  cost  of  collecting  state  taxes,  and  the  cost  of  other 
state  services,  important  to  the  welfare  and  protection  of 
the  People.  All  of  these  activities  account  for  about 
$9,000,000  annually  out  of  a  total  of  $148,000,000. 
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Chapter  III 

FINANCING  EMERGENCY  UNEMPLOYMENT 

RELIEF 

V^hy  the  State  Assumed  Responsibility  in  1932 

The  need  of  feeding  destitute  and  unemployed  persons 
is  not  a  new  one  in  Illinois  or  any  other  State,  but  until 
1932  this  problem  was  principally  of  small  proportions 
and  of  local  concern.  Township  and  county  govern- 
ments together  with  private  charity  cared  for  the  un- 
fortunate. Of  course,  the  State  has  long  provided  in- 
stitutional care  for  the  blind,  deaf,  insane  and  feeble- 
minded through  the  system  of  State  institutions,  but  it 
did  little  for  persons  requiring  the  necessities  of  life  be- 
cause of  inability  to  find  work. 

Such  had  been  the  traditional  manner  of  caring  for  the 
poor  in  practically  all  American  States.  Not  until  the 
unprecedented  economic  depression  beginning  in  1930 
was  any  different  course  pursued.  The  large  amount  of 
unemployment  beginning  in  the  years  1930  and  1931 
strained  the  resources  of  county,  township  and  private 
charity  to  the  breaking  point.  On  the  one  hand,  there 
was  a  vast  increase  in  the  number  of  needy  persons;  on 
the  other  hand,  there  was  a  diminished  financial  ability 
of  the  traditional  agencies  to  care  for  them. 
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It  was  inevitable  that  the  greater  resources  of  State 
and  Federal  governments  should  be  called  upon  to  assume 
the  burden.  It  has  been  well  said  that  "Hunger  does  not 
admit  of  debate."  On  February  6,  1932,  the  State  of 
Illinois  first  authorized  the  expenditure  of  State  funds  for 
relief.  Thereafter,  the  amount  of  county,  township  and 
private  relief  funds  became  negligible  compared  to  the 
contributions  of  the  State  and  Federal  Governments. 

How  State  Relief  Funds  Have  Been  Supplied, 

Until  the  middle  of  1935,  the  State  of  Illinois  sup- 
plied its  share  of  the  money  required  to  care  for  the  needy 
in  three  ways:  First,  by  borrowing  money;  Second,  by 
part  of  the  2  per  cent  Retailers'  Occupation  Tax;  Third, 
by  an  appropriation  from  the  General  Revenue  Fund 
made  possible  by  the  Retailers'  Occupation  Tax.  These 
three  methods  enabled  the  State  to  supply  approximately 
$75,000,000  for  unemployment  relief  during  the  three 
and  one-half  years  from  February  6,  1932,  until  July 
31,  1935.  The  remainder — $226,575,000 — was 
granted  by  the  Federal  Government. 

Bond  Issues. 

Illinois  has  borrowed  $50,000,000  for  unemploy- 
ment relief.  Contrary  to  popular  belief,  bonds  were  not 
sold  and  the  money  so  received  simply  distributed  for  re- 
lief. A  more  complicated  procedure  was  necessarily  fol- 
lowed, involving  three  steps:  First  came  the  levy  of  a 
property  tax,  and  the  immediate  issue  and  sale  of  tax 
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anticipation  notes  (Emergency  Relief  Notes)  based  on  the 
security  of  taxes  proposed  to  be  collected  on  property. 
The  money  so  obtained  was  then  used  for  relief.  The 
next  step  was  submission  to  the  voters,  as  required  by  the 
State  Constitution,  of  the  question  of  issuing  bonds  to 
pay  the  tax  anticipation  notes.  The  bonds  themselves 
obviously  could  not  be  used  directly  to  pay  for  relief  be- 
cause of  the  time  required  for  their  authorization  and  the 
uncertainty  of  their  approval  by  the  voters.  Finally,  after 
authorization  of  bonds  by  the  voters,  a  part  of  the  coun- 
ties' and  municipalities'  share  of  the  Motor  Fuel  Tax  was 
set  aside  by  law,  sufficient  to  meet  the  principal  and  in- 
terest of  the  bonds. 

This  "roundabout"  way  of  borrowing  money  was 
resorted  to  because  the  State  had  to  have  the  money 
within  a  relatively  short  time,  and  the  Constitution,  as 
we  have  already  noticed,  places  definite  restriction  on  the 
method  of  borrowing.  State  property  taxes  for  relief 
were  never  actually  levied  in  fact,  because  the  Motor  Fuel 
Tax  "diversion"  is  meeting  the  needs  of  the  Emergency 
Relief  Bond  issues. 

On  two  occasions  this  method  was  used.  In  February, 
1932,  $20,000,000  were  authorized  by  the  General  As- 
sembly, and  in  November,  1933,  $30,000,000  were 
authorized.  The  voters,  on  both  occasions,  approved  the 
bonds  at  the  following  general  election.  Had  they  not 
done  so,  it  would  have  been  necessary  to  retire  the  antici- 
pation notes  (the  money  from  which  was  already  spent) 
by  property  tax  levies  against  which  the  notes  were  issued. 
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Besides  being  complicated,  this  method  of  borrowing 
is  also  expensive.  Almost  $1,500,000  were  required  to 
pay  interest  on  the  anticipation  notes,  with  the  result  that 
of  the  $50,000,000,  only  some  $48,500,000  were  ac- 
tually available  for  relief  purposes.  But  more  important, 
$17,586,000  of  interest  must  be  paid  in  the  future 
on  the  bonds  themselves.  These  are  facts  to  remember 
when  determining  how  future  relief  funds  should  be 
obtained. 

Retailers'  Occupation  Tax. 

Another  way  of  meeting  the  relief  emergency  in  Illi- 
nois has  been  by  the  passing  of  the  Retailers'  Occupation 
Tax  law.  In  March,  1933,  a  3  per  cent  tax  was  adopted, 
all  the  proceeds  to  be  used  for  unemployment  relief. 
When  in  May,  1933,  the  Supreme  Court  held  the  l^w 
unconstitutional,  a  new  law  was  immediately  adopted  to 
be  effective  July  1 ,  1933,  remedying  the  defects  of  the  old 
one  and  decreasing  the  rate  from  3  per  cent  to  2  per  cent. 
This  law  required  all  of  the  proceeds  of  the  tax  to  be 
used  for  financing  unemployment  relief  until  January  1 , 
1934,  a  period  of  six  months.  After  this,  the  proceeds 
were  used  to  replace  the  then-existing  State  tax  on  prop- 
erty. 

Revenues  from  the  Retailers'  Occupation  Tax  pro- 
vided over  $17,300,000  for  relief  purposes.  This 
amount,  added  to  the  $48,500,000  made  available  by 
the  bond  issues,  totaled  almost  $66,000,000,  which  con- 
stituted the  State's  contribution  to  unemployment  relief 
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up  to  January,  1935.  Through  the  Reconstruction 
Finance  Corporation  and  later  through  the  Federal  Emer- 
gency Relief  Administration  the  remainder  of  relief  funds 
were  supplied. 

Appropriation  From  the  General  Fund. 

By  January,  1935,  it  became  necessary  for  the  State 
to  find  more  money  to  supply  its  share  of  relief  costs. 
Principally  in  consequence  of  the  Retailers'  Occupation 
Tax,  a  surplus  of  $9,000,000  had  accumulated  in  the 
General  Revenue  Fund  of  the  Treasury  by  January  1, 
1935,  and  this  money  was  immediately  appropriated  to 
provide  a  further  State  contribution. 

Surveying  Unemployment  Relief  Expenditures  Up  to 
the  Middle  of  1935. 

A  summary  of  the  amounts  contributed  by  the  State 

and  Federal  Governments,   and  of  the  sources  of  the 

State's  contribution  to  relief  between  February  6,  1932 

and  July  31,  1935,  follows:^ 

Per  Cent 
State  Funds  Amount  of  Total 

Bond  Issues $48,528,513  16. 10 

Retailers'  Occupation  Tax 1 7 .  307 .  232  5 .  74 

General  Revenue  Fund 9.000.000  2.99 

Total 74.835.745  24.83 

Federal  Funds 226. .575, 212^         75. 17 

Grand  Total $301 .410.957        100.00 

iThese  are  amounts  received  by  Illinois  Emergency  Relief  Commission  from 
the  date  of  its  organization.     See  Illinois  Emergency  Relief  Commission,  Monthl 
Bulletin  on  Relief  Statistics,  September,  1935,  page  7. 

2Includes  R.  F.  C.  loan  to  Cook  County  of  $12,252,000. 
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A  glance  at  the  foregoing  table  shows  that  the  State 
contributed  approximately  25  per  cent  while  the  Federal 
Government  contributed  75  per  cent.  Figures  on  local 
contributions  are  not  available  for  the  entire  period  since 
February  6,  1932,  but  they  were  small  compared  to  State 
and  Federal  aid.  For  example,  during  the  thirty  months 
from  January  1,  1933,  to  June  30,  1935,  local  relief 
contributions  amounted  to  $12,621,000,  or  about  5% 
of  the  total  for  this  period. 

Comparing  Illinois  with  other  populous  industrial 
states,  it  is  interesting  to  note  that  from  January  1 ,  1933, 
to  June  30,  1935,  a  thirty  month-period,  Massachusetts 
bore  50.4  per  cent  of  its  total  relief  burden.  New  York 
bore  46.1  per  cent  and  Pennsylvania  28.6  per  cent.  At 
the  same  time  Illinois  bore  26.3  per  cent.  These  percent- 
ages include  the  contributions  of  the  State  and  local  gov- 
ernments together. 

It  is  important  to  remember  that  money  advanced  by 
the  Federal  Government  is  spent  subject  to  regulations 
and  rules  of  the  Federal  Government,  even  though  the 
State  acts  as  the  disbursing  agent.  State  funds  are  of 
course  spent  subject  only  to  State  regulation. 

Meeting  the  Need  for  Relief  Funds  After  June  30,  1935. 

By  May,  1935,  the  $9,000,000  appropriated  on  the 
previous  January  had  been  exhausted,  and  once  more 
the  State  was  confronted  with  the  task  of  finding  money 
to  care  for  its  destitute  unemployed.  Bonds  totaling 
$50,000,000  had  already  been  issued  at  considerable 
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cost,  and  it  did  not  seem  economical  or  wise  to  continue 
paying  for  relief  needs  by  mortgaging  the  State  and  creat- 
ing financial  problems  in  the  future.  The  only  other  al- 
ternative was  to  increase  present  revenues.  By  increasing 
the  Retailers'  Occupation  Tax  from  2  per  cent  to  3  per 
cent,  effective  July  1,  1935,  and  by  imposing  a  3  per  cent 
tax  upon  the  gross  receipts  of  certain  public  utilities  be- 
ginning on  the  same  date  funds  were  made  available  be- 
ginning in  August  1935.*  These  taxes  are  estimated  to 
furnish  some  $39,000,000  for  unemployment  relief  until 
January  1,  1937. 

In  addition  to  the  amounts  raised  by  these  taxes,  the 
General  Assembly,  in  January  and  February,  1936, 
made  relief  appropriations  from  the  General  Revenue 
Fund  amounting  to  $10,000,000.  The  State's  financial 
position  was  such  that  this  additional  money  was  avail- 
able for  relief  purposes  without  borrowing  or  new  taxes. 


♦  First  payments  under  the  new  taxes  were  due  August  15,  1935. 
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THE  PROCESS  OF  DISBURSING  STATE  MONEY 

The  Four  "Key-Points'  of  Responsibility 

So  far  we  have  paid  attention  to  important  facts  about 
the  State's  income  and  its  expenditures.  It  is  just  as  vital 
in  understanding  "everybody's  business"  carried  on  by 
the  State  to  know  how  expenditures  are  authorized  and 
controlled  as  it  is  to  know  how  much  is  spent  and  for 
what  purposes.  In  this  Chapter  we  will  look  into  the 
processes  of  disbursing  and  the  agencies  and  officers  of 
the  State  who  carry  on  this  work. 

In  general,  there  are  four  "key-points"  of  responsi- 
bility in  the  raising  and  spending  of  public  money. 
These  are:  First,  the  State  Legislature  (or  General  As- 
sembly, to  use  its  official  title)  ;  Second,  the  Governor  of 
the  State  who  is  assisted  by  the  Director  of  Finance; 
Third,  the  Auditor  of  Public  Accounts;  Fourth,  the  State 
Treasurer. 

The  General  Assembly, 

The  members  of  the  General  Assembly  are  the  direct 
representatives  of  the  People  themselves,  and  they  arc 
primarily  responsible  for  all  State  taxes  and  expendi- 
tures. Not  a  dollar  of  tax  money  may  be  taken  from  the 
People's  pockets  nor  may  a  dollar  be  spent  by  the  State 
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Government  without  the  sanction  of  the  General  As- 
sembly. When  the  General  Assembly  passes  a  law  say- 
ing that  $1,000,000  may  be  spent  for  a  given  purpose, 
such  as  tuberculosis  control,  it  is  called  an  "appropria- 
tion." However,  it  is  important  to  remember  that  the 
General  Assembly  merely  sets  the  outer  limit.  Actual 
money  spent  for  any  particular  purpose  is  usually  less 
than  the  amount  appropriated. 

We  shall  have  occasion  in  a  later  chapter  to  examine  the 
place  of  the  General  Assembly  when  we  consider  the 
State  budget,  but  this  much  is  to  be  remembered  at  the 
outset. 

The  Governor  and  the  Director  of  Finance 

At  the  head  of  the  executive  branch  of  the  State  Gov- 
ernment stands  the  Governor,  elected  for  a  period  of  four 
years.  The  Governor  is  indeed  the  chief  executive  of  Illi- 
nois. He  alone  is  directly  responsible  for  and  in  charge 
of  the  administration  of  laws  enacted  by  the  General  As- 
sembly. It  is  true  that  the  Constitution  provides  for  cer- 
tain other  elective  executive  officers,  including  the  Lieu- 
tenant Governor,  Secretary  of  State,  Auditor  of  Public 
Accounts,  Treasurer,  Superintendent  of  Public  Instruc- 
tions and  the  Attorney  General,  but  each  of  these  execu- 
tive officers  must  submit  reports  to  the  Governor. 

The  Governor  sets  the  tone  of  the  whole  state  admin- 
istration. His  ability,  his  judgment  and  his  insight  into 
the  problems  of  the  State  will  determine  to  a  large  degree 
the  method  and  manner  of  their  solution.  He  appoints 
the  greater  part  of  the  executive  officers  of  the  State  who 
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collect  and  spend  by  far  the  greater  part  of  the  State's 
revenues  and  expenditures.  If  the  Governor  wields  this 
tremendous  power  with  wisdom  and  foresight  then  the 
State  has  good  administration.  If,  on  the  other  hand, 
the  Governor  is  unmindful  of  his  responsibilities,  waste 
and  inefficiency  will  develop.  That  is  why  each  citizen 
should  see  that  the  place  of  Governor  is  filled  with  a  man 
of  the  highest  caliber. 

The  Governor  has  a  duty  of  giving  to  the  General  As- 
sembly at  each  session  information  as  to  the  financial  con- 
dition of  the  State  Government.  He  is  required  to  ac- 
count to  the  General  Assembly  for  money  received  and 
paid  out,  and  to  present  an  estimate  of  the  amount  of 
money  necessary  to  be  raised  by  taxation.  The  Governor 
recommends  the  passage  of  such  laws  as  he  considers  bene- 
ficial. However,  although  the  Governor  may  and  should 
lead,  his  only  direct  control  over  legislation  is  the  veto 
power. 

The  Governor  continually  oversees  the  financial  con- 
dition of  the  State,  chiefly  through  the  agency  of  the  Di- 
rector of  Finance  who  is  appointed  by  him  expressly  for 
this  purpose. 

The  Director  of  the  Department  of  Finance  has  been 
called  the  "Eye"  of  the  Governor.*  That  is  because  he  is 
charged  with  the  supervision  of  the  State's  expenditures 
and  is  directly  responsible  to  the  Governor  for  this  duty. 
Although  the  Director  of  Finance  is  not  a  "constitu- 
tional" officer  elected  by  the  People,  like  the  Auditor  of 

♦  L.  D.  White :  PuhUc  Administration  p.  148. 
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Public  Accounts  or  the  State  Treasurer,  his  duties  are  so 
closely  related  to  the  financial  power  of  the  Governor 
himself  that  they  must  be  considered  together  with  the 
Governor's  powers. 

A  short  summary  of  the  powers  vested  in  the  Director 
of  Finance  makes  clear  why  a  noted  authority  on  public 
administration  has  stated  that  his  powers  and  duties  arc 
even  broader  and  more  definite  than  those  conferred  upon 
the  Director  of  the  Budget  of  the  Federal  Government.* 

The  Director  of  Finance  has  access  to  all  information 
necessary  to  enable  him  to  learn  exactly  the  financial  con- 
dition of  all  departments  and  divisions  of  the  State  Gov- 
ernment excluding,  however,  the  so-called  "constitu- 
tional officers"  directly  elected  by  the  People,  and  the 
University  of  Illinois.  However,  the  constitutional  of- 
ficers and  the  University  are  responsible  for  only  a  com- 
paratively small  part  of  the  total  State  expenditures — 
approximately  one  quarter.  This  leaves  the  Director  of 
Finance  supervising  about  three-quarters  of  the  State's 
expenditures. 

The  Director  of  Finance  prepares  and  submits  the 
biennial  State  budget.  For  this  purpose  he  may  require 
estimates  of  future  expenditures  even  from  the  constitu- 
tional officers  and  the  University  as  well  as  from  the  de- 
partments directly  subject  to  his  authority.  These  esti- 
mates cover  the  next  two-year  period  known  as  the 
"biennium".  Having  obtained  estimates,  the  Director 
is  in  a  position  to  compare  them,  eliminate  duplicating 

*  Willoughy,  W.  F.,  Principles  of  Public  Administration  p,  66. 
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expenditures  and  make  alterations  as  he  sees  fit.  His 
recommendations  with  regard  to  budgetary  regulations 
are  then  turned  over  to  the  Governor,  who  makes  final 
adjustments,  and  then  submits  the  budget  to  the  General 
Assembly.  In  this  manner  the  Governor  himself  through 
the  Director  of  Finance  has  direct  supervision  over  con- 
templated expenditures.  These  matters  are  explained 
further  in  Chapter  V. 

The  Director's  duties  comprise  not  only  gathering 
information  and  preparing  the  budget.  A  third  im- 
portant power  of  the  Director  of  Finance  is  that  of  a 
continued  review  and  control  of  State  finances.  It  is  his 
legal  duty  to  examine  and  either  approve  or  disapprove 
every  payment  of  money  by  any  department  or  division 
of  the  State  Government,  excepting  only  those  of  the 
Constitutional  Officers  and  the  University  of  Illinois.  If 
the  Director  believes  that  expenditure  is  unwise  because 
of  excessive  price,  poor  quality,  or  any  other  reason,  he 
may  promptly  disallow  it  or  forbid  any  such  expenditure 
in  the  future. 

The  many-sided  duties  of  the  Director  of  Finance  do 
not  end  with  his  control  over  the  expenditure  of  money. 
The  Director  of  Finance  was  originally  concerned  only 
with  expenditures,  but  with  the  enactment  of  the  present 
Motor  Fuel  Tax  in  1929  he  immediately  became  an  im- 
portant tax  administrator  and  his  duties  of  this  type  have 
since  continuously  increased.  At  the  present  time  he  has 
the  responsibility  of  administering  the  Motor  Fuel  Tax, 
Oil  Inspection  Fees,  the  Retailers'  Occupation  Tax,  liquor 
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taxes,  and  the  Public  Utility  Tax.  In  total,  his  task  is  to 
collect  taxes  estimated  to  yield  over  $105,000,000  each 
year,  or  over  sixty  per  cent  of  all  State  tax  revenues. 

Added  to  the  Director's  duties  as  a  finance  officer  and 
as  a  tax  administrator,  are  his  ex  officio  duties  as  a  mem- 
ber of  the  Board  of  Vocational  Education,  a  member  of 
the  Illinois  Emergency  Relief  Commission,  and  Execu- 
tive Secretary  of  the  State  Tax  Commission. 

With  supervision  over  the  expenditure  of  approxi- 
mately three-quarters  of  the  State's  money,  and  the  collec- 
tion of  over  six-tenths  of  its  income,  the  careful  exercise 
of  the  powers  of  the  Director  of  Finance  is  vital  to  the 
State's  good  government. 

Tfie  Auditor  of  Public  Accounts — Tfie  State's 
Accountant, 

The  Auditor  of  Public  Accounts  is  elected  by  the  Peo- 
ple for  a  term  of  four  years.  His  primary  duty  is  to  audit 
the  accounts  of  all  public  officers,  and  other  persons  auth- 
orized to  receive  money  out  of  the  State  Treasury  under 
an  appropriation  made  by  the  Legislature.  He  must  find 
the  exact  amount  of  money  lawfully  due  any  person 
from  the  Treasury.  Having  found  this,  he  then  issues 
a  "warrant"  (an  order  to  pay) ,  directing  the  State  Treas- 
urer to  pay  this  sum.  Before  any  warrant  issued  by  the 
Auditor  is  given  to  any  person  it  must  be  countersigned 
by  the  State  Treasurer.  This  system  is  designed  to  prevent 
error  in  the  disbursement  of  State  money. 
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The  Auditor  must  keep  accounts  and  records  of  all 
books  audited  by  him  and  of  taxes  and  other  money  due 
the  State.  He  is  required  to  present  to  the  Governor  at 
least  ten  days  before  each  regular  session  of  the  Legisla- 
ture a  report  showing  the  amount  of  warrants  drawn  by 
him  on  the  Treasurer,  on  what  accounts  they  were  drawn, 
the  amount  of  money  received,  and  the  source  from 
which  received. 

The  careful  reader  will  have  already  noticed  that  au- 
diting of  state  accounts  (except  those  of  the  Constitu- 
tional Officers  and  the  University  of  Illinois)  is  done  by 
two  independent  agencies,  the  Department  of  Finance  and 
the  Auditor  of  Public  Accounts.  This  means  that  most 
expenditures  are  checked  twice.  But  this  double  check 
extends  only  to  the  legality  of  an  expenditure.  Decisions 
as  to  the  policy  of  expense  are  the  functions  of  the  Di- 
rector of  Finance  alone. 

Aside  from  his  duties  as  a  keeper  of  State  accounts  the 
Auditor  also  controls  State  chartered  banks,  through  his 
Banking  Department.  The  Auditor  examines  the  ac- 
counts of  every  bank  chartered  under  the  laws  of  Illinois 
to  determine  whether  it  is  in  a  sound  condition. 


Tfie  Treasurer — T/?e  State  s  Banker. 

Under  the  best  of  conditions,  the  business  of  banking 
and  the  custody  of  other  peoples'  money  is  a  difficult  and 
responsible  task.  After  the  banking  crisis  of  several  years 
past  every  citizen  who  had  not  previously  realized  this 
fact  has  now  learned  it  after — in  all  too  many  cases — re- 
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grettablc  experience.  The  State  Treasurer  is  in  reality 
the  State  banker,  who  is  responsible  for  the  safekeeping 
and  depositing  of  the  enormous  sums  of  money  belonging 
collectively  to  all  of  us  as  residents  and  taxpayers  of  Illi- 
nois.    That  is  why  his  task  is  so  important. 

The  history  of  the  State  Treasurer's  office  in  Illinois 
and  her  neighbor  States — of  the  problems  and  "growing 
pains"  of  this  office  and  attempts  to  solve  them — form  a 
fascinating  story  that  cannot  be  related  here.  Out  of  it 
arose  the  Illinois  Depository  Act,  a  model  law  providing 
a  safe,  efficient  method  of  handling  the  State's  funds. 

This  law  was  approved  on  June  28,  1919,  and  marked 
a  milestone  in  the  progress  of  the  State  toward  intelligent 
financial  administration.  Prior  to  that  time  Treasurers 
could  deposit  State  funds  pretty  much  where  they  wished, 
and  were  not  held  personally  accountable  for  interest 
earned  on  State  funds.  Hence,  there  were  wide  loop- 
holes for  favoritism,  and  sometimes,  unfortunately,  ac- 
tual misappropriation  of  public  funds. 

The  Depository  Act  changed  this  situation.  Under 
present  conditions  the  State  Treasurer  on  the  first  Mon- 
day of  August  of  each  year  is  required  to  publish  notice 
and  to  notify  every  regularly  established  National  and 
State  bank  that  in  not  less  than  one  month  he  will  receive 
sealed  bids  for  the  deposit  of  public  money.  The  banks 
of  the  State  then  make  their  bids,  which  in  effect  are  off'ers 
of  certain  rates  of  interest  that  they  will  pay  on  State 
funds  deposited  with  them.  Within  ten  days  after  such 
bids  are  due,  they  are  publicly  opened  by  the  State  Treas- 
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urer  in  the  presence  of  the  Auditor  of  Public  Accounts 
and  the  Director  of  Finance.  The  State  Treasurer  then 
may,  and  usually  does,  accept  the  highest  and  best  bids, 
although  he  is  empowered  to  reject  any  or  all  bids  and 
may  ask  for  new  ones.  The  bids  are  public  information, 
and  the  State  Treasurer  publishes  in  pamphlet  form  a  list 
of  banks  approved  as  State  depositories,  the  rate  of  in- 
terest off^ered  by  each  for  State  funds,  and  the  class  of  de- 
posits for  which  each  bank's  proposal  was  approved. 

So  far  it  will  be  seen  that  the  Depository  Act  provides 
a  method  of  making  a  fair  allotment  of  State  funds  to 
the  different  banks,  and  the  State  gets  the  advantage  of 
the  highest  rate  of  interest  that  the  market  will  allow  on 
its  funds.  These  are  the  benefits  of  competition  and 
publicity. 

But  another  factor  is  essential — safety.  The  State 
must  be  protected  against  loss  of  its  deposits.  In  dealing 
with  this  factor  the  law  provides  that  the  Treasurer  can- 
not deposit  money  in  any  bank  until  that  bank  has  de- 
posited securities  with  the  Treasurer  equal  in  market 
value  to  the  amount  of  money  deposited.  Should  a  de- 
pository of  State  funds  fail  or  refuse  to  pay  over  the 
money  deposited  with  it,  the  State  Treasurer  may  then 
sell  the  securities  to  reimburse  the  State. 

Banks  having  State  funds  on  deposit  must  pay  month- 
ly interest  to  the  State  Treasurer. 

Not  all  banks  are  eligible  to  receive  State  money  on 
deposit,    only    "approved   banks"    have   this   privilege. 
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These  are  banks  approved  by  the  United  States  Comp- 
troller of  the  Currency  or  by  the  Auditor  of  Public  Ac- 
counts, not  insolvent  or  bankrupt,  and  which  have  never 
failed  to  deposit  securities  with  the  State  Treasurer  or 
pay  over  public  money  when  demanded. 

The  Treasurer  is  required  to  deposit  all  money  re- 
ceived by  him  in  approved  banks  within  five  days  after 
receipt.  All  interest  on  account  of  State  funds  deposited 
is  the  property  of  the  State. 

In  addition  to  the  Depositary  Act,  another  important 
step  in  the  protection  of  public  money  was  taken  in  1933, 
when  Governor  Horner  approved  the  law  requiring  all 
collectors  of  State  money  from  taxes  or  other  sources,  to 
pay  such  money  into  the  State  Treasury  within  24  hours 
after  receiving  it.  Formerly,  the  person  collecting  a  State 
tax  was  not  required  to  pay  it  into  the  Treasury  earlier 
than  30  days  after  receipt.  This  aflforded  opportunity 
for  misuse  of  State  funds,  and  in  fact  losses  had  been  suf- 
fered from  this  cause. 

The  law  governing  the  State  Treasurer's  duties  has 
been  developed  through  long  years  of  experience  and 
every  Illinoisan  may  well  feel  pride  in  the  State  Treasury 
system  now  employed  in  his  State. 

The  Control  and  Audit  of  Expenditures. 

Expenditures  of  the  State  must  be,  and  are,  carefully 
controlled  and  audited.  The  funds  spent  belong  to  the 
People  of  the  State.  The  system  of  disbursing  their 
money  must  be  "air-tight,"  in  order  to  assure  that  every 
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cent  is  spent  exactly  for  the  purpose  which  the  People 
(through  their  elected  representatives)  have  indicated, 
and  further,  that  the  State  gets  good  value  in  return  for 
the  expenditure.  What  is  the  system  providing  these 
assurances? 

The  spending  process  starts  with  the  biennial  budget, 
the  basis  of  all  State  expenditure.  Preparation  of  the 
budget  is  investigated  more  fully  in  the  following  chap- 
ter. We  shall  assume  at  this  point  that  it  has  already 
been  prepared,  and  that  appropriations  have  been  passed 
by  the  General  Assembly  and  approved  by  the  Governor. 

Before  an  appropriation  law  is  available  for  expendi- 
ture, by  any  agency  supervised  by  the  Department  of 
Finance,  an  operating  budget  by  months  must  be  filed 
with  the  Department  of  Finance,  and  be  approved. 

When  supplies  are  required,  requisitions  are  filed  with 
the  Department  by  each  spending  agency,  setting  up  in 
detail  its  requirements  for  each  monthly,  quarterly  or 
annual  period.  If  such  requisitions  are  not  in  excess  of 
the  amount  appropriated,  and  are  for  the  specific  purposes 
and  quantities  approved  by  the  Department,  they  are 
forwarded  to  different  State  purchasing  agencies.  These 
are  the  State  Purchasing  Agent,  the  Superintendent  of 
Printing,  the  State  Architect,  and  the  Department  of 
Public  Works  and  Buildings,  each  of  whom  has  control 
over  the  purchase  of  different  classes  of  State  supplies  and 
materials. 
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How  Payments  from  the  Treasury  Are  Safeguarded 

Now  let  us  assume  that  each  of  the  "spending  agencies" 
has  received  delivery  of  the  supplies  or  services  called  for 
in  its  requisitions  and  purchased  by  the  different  purchas- 
ing agencies  under  competitive  bidding  or  otherwise. 
The  sellers  have  also  sent  in  their  bills  or  invoices  to  the 
State.    What  is  the  next  step? 

Itemized  "vouchers"  for  supplies  or  services  received 
arc  now  prepared  by  the  respective  State  Departments, 
and  are  then  sent  back  to  the  purchasing  agencies  for  veri- 
fication that  the  prices  and  amounts  invoiced  to  the  State 
are  in  conformity  with  the  contracts.  (Payrolls  of  State 
employees  are  verified  by  the  Civil  Service  Commission.) 

All  such  certified,  itemized  vouchers  are  next  sent  to 
the  Department  of  Finance,  whose  duty  it  is  to  make  a 
detailed  check  as  to  the  reasonableness,  amounts,  and  con- 
formity with  laws,  contracts,  rules  and  regulations  gov- 
erning each  expenditure. 

If  appropriations  and  funds  are  available  for  payment, 
such  vouchers  are  then  verified  as  correct  by  the  Depart- 
ment of  Finance  to  the  Auditor  of  Public  Accounts  who, 
after  approval  of  the  same,  issues  his  warrant  on  the  State 
Treasurer  for  payments.  Such  warrants  are  counter- 
signed by  the  State  Treasurer  and  returned  to  the  Auditor 
of  Public  Accounts,  who  mails  or  delivers  such  warrants 
to  the  persons  who  furnished  the  merchandise  or  service 
to  the  State. 
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Upon  payment  and  cancellation  of  the  warrants  by 
the  State  Treasurer  they  are  filed  with  the  Auditor  of 
Public  Accounts.    This  completes  the  transaction. 

No  doubt  the  reader  may  be  somewhat  bewildered  by 
the  repeated  checks  and  controls  on  State  payments.  He 
should  not,  however,  mutter  in  disgust:  "Red  Tape!" 
Rather,  he  should  find  satisfaction  in  the  fact  that  this 
careful  system  was  developed  for  the  safeguarding  of  his 

money. 

Several  fundamentals  should  be  remembered.  All  of 
the  State's  money  is  disbursed  from  the  State  Treasury 
on  warrants  (orders  to  pay)  issued  by  the  Auditor  of 
Public  Accounts,  and  countersigned  by  the  State  Treas- 
urer. The  Treasurer  cannot  "advance"  any  money  for 
expenditures  to  be  made  in  the  future,  as  the  Auditor  has 
power  to  issue  a  warrant  only  on  a  basis  of  an  itemized 
and  certified  voucher  for  debts  already  incurred. 
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Chapter  V 
THE  WHY  AND  HOW  OF  THE  STATE  BUDGET 


V/hy  a  Budget? 

Most  well  run  businesses  have  a  budget;  so  do  many 
families.  A  budget  is  simply  an  itemization  of  proposed 
expenditures  to  be  made  and  income  to  be  received  dur- 
ing a  definite  future  period.  It  is  really  a  plan  of  how 
money  received  shall  be  expended,  whether  it  is  State 
money,  money  of  the  XYZ  Corporation,  or  the  money  of 
the  Jones  family. 

Budgets  are  a  relatively  new  development  in  Illinois 
State  finance.  For  many  years  the  planning  of  income 
and  expenditures  was  left  entirely  to  the  Legislature.  Of 
course,  the  Legislature  has  now,  as  it  has  always  had,  the 
final  word  upon  raising  and  expending  money,  but  there 
has  not  always  existed  a  plan  prepared  by  the  executive 
branch  to  guide  it,  which  is  the  essence  of  the  budget. 
Only  the  legislators  themselves  can  determine  broad  ques- 
tions of  policy,  as  for  example,  whether  the  State  shall 
spend  large  sums  on  roads.  State  institutions,  or  other 
improvements,  or  whether  it  shall  reduce  such  spending. 
But  it  is  up  to  the  executive  branch  of  government,  under 
a  budget  system,  to  break  expenditures  down  into  de- 
tailed items  for  the  approval  of  the  Legislature.  The 
executive  branch  is  in  the  best  possible  position  to  survey 
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accurately  the  activities  of  the  State,  and  to  determine  in 
detail  how  State  expenditures  can  best  be  applied. 

So  far  we  have  emphasized  one  side  of  the  budget — 
the  expenditure  side.  The  income  side  must  also  be  con- 
sidered, otherwise  there  would  be  no  point  to  the  oft- 
heard  phrase  "balancing  the  budget."  A  "balanced" 
budget  means  a  budget  whose  contemplated  expenditures 
equal  the  expected  revenue  or  income.  If,  at  the  end  of 
the  period  covered  by  the  budget,  the  expenditures  have 
been  actually  less  than  the  revenues,  there  is  a  "surplus" 
that  can  be  used  the  next  year.  If,  on  the  other  hand,  the 
expenditures  arc  greater  than  the  revenues,  there  is  a  "def- 
icit," and  the  State  must  in  the  end  either  borrow  money 
or  increase  taxes  to  make  up  the  difference.   * 

There  are  three  main  parts  to  the  operation  of  our  State 
budget  system.  FIRST,  an  estimate  of  expenditures  is 
made  by  the  Governor  and  the  executive  branch  for  all 
State  purposes.  SECOND,  action  is  taken  on  the  budget 
by  the  General  Assembly,  which  adopts  the  executive's 
recommendations  in  whole  or  in  part  by  passing  appro- 
priation laws.  THIRD,  the  budget  is  executed  or  car- 
ried out,  by  putting  into  effect  the  provisions  of  the  rev- 
enue and  appropriation  laws. 

We  will  examine  these  three  operations  of  the  Illinois 
budgetary  system  in  turn. 

Making  Up  the  Budget  Estimates. 

The  budget  has  its  birth  when  all  Departments,  of- 
ficers and  agencies  of  the  State  file  statements  with  the  De- 
partment of  Finance,  containing  their  expenditures  and 
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appropriations  for  the  last  two  years  and  the  amounts 
they  desire  to  spend  during  the  next  two  years. '^  Such 
statements  must  be  filed  according  to  law.  For  example, 
the  Department  of  Public  Welfare  will  report  on  its  ex- 
penditures for  the  last  biennium,  and  will  request  that 
certain  amounts  be  given  it  to  spend  during  the  next 
biennium.  It  may  request  an  increased  amount  for  new 
buildings  and  equipment,  and  if  so,  it  will  give  the  rea- 
sons for  this  increase,  such  as  the  rundown  condition  of 
present  buildings,  an  increase  in  the  number  of  inmates 
to  be  cared  for,  and  other  reasons. 

The  Director  of  Finance  considers  these  requests  com- 
ing from  all  spending  agencies.  It  is  his  task  to  coordi- 
nate these  requests  with  each  other  and  with  the  State's 
prospective  income  for  the  next  biennium.  How  he  does 
this  may  best  be  explained  by  following  out  the  example 
in  the  preceding  paragraph.  Perhaps  the  Director  of 
Finance  may  discover  that  some  other  Department,  such 
as  the  Department  of  Public  Health,  is  performing  some 
service  for  which  the  Department  of  Public  Welfare  re- 
quests an  appropriation.  He  is  then  in  a  position  to 
eliminate  duplicating  functions  by  refusing  to  agree  to 
the  expenditures  of  money  by  both.  The  Director  may 
find  that  additional  sums  are  really  needed  by  the  Depart- 
ment of  Public  Welfare,  although  in  less  amounts  than 
requested.  Or  he  may  allow  the  full  amount  asked  if,  in 
his  opinion,  the  expenditures  cannot  be  made  to  better 
advantage  by  some  other  department  and  he  is  convinced 


•  Each  two  year  period  is  called  a  "biennium."     A  biennium  be- 
gins on  July  1,  and  ends  on  June  30,  two  years  later. 
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that  the  amounts  asked  arc  necessary  to  further  the  wel- 
fare of  the  People.  In  this  manner  he  supervises  and  over- 
sees the  preparation  of  the  entire  State  budget. 

The  Director  of  Finance  then  transmits  the  tentative 
budget  to  the  Governor  for  his  approval.  By  this  time 
the  General  Assembly  has  convened  in  its  regular  session. 
(The  General  Assembly  meets  in  January  of  each  odd- 
numbered  year.)  The  Governor  examines,  adjusts  (if 
necessary)  and  approves  the  budget  and  then  submits  it 
to  the  General  Assembly  together  with  his  Message.  In 
the  budget  are  set  forth  the  estimates  for  each  agency  and 
department  of  the  State  for  the  biennium  beginning  the 
following  July  1.  Estimates  of  revenues  for  this  same 
period  are  likewise  contained. 

For  example,  in  the  Governor's  Budget  Message  to  the 
59th  General  Assembly  of  1935,  we  find  in  one  column 
estimates  of  expenditures  for  such  purposes  as  permanent 
improvements,  the  University  of  Illinois,  the  State  aid  to 
local  schools,  and  others,  and  in  the  next  column  we  find 
an  estimate  of  the  income  to  provide  for  each  of  these  pur- 
poses. The  estimated  income  and  the  estimated  expendi- 
tures exactly  balance,  so  that  we  have  here  a  proposal  for 
a  "balanced  budget"  in  every  sense  of  the  word. 

In  order  to  maintain  a  balanced  budget,  any  increases 
in  appropriations  by  the  Legislature  over  the  amounts 
recommended  by  the  Governor  must  be  covered  in  one  of 
three  ways:  By  economies,  by  new  taxes,  or  by  an  un- 
foreseen increase  in  the  revenue  from  present  taxes.  This 
last-named  means  is  usually  very  uncertain. 
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Passing  the  Appropriation  Laws, 

The  second  part  of  a  budget  system  now  comes  into 
operation — action  upon  the  budget  by  the  Legislature. 
Having  received  the  Governor's  estimates  of  expenditures, 
the  General  Assembly  is  free  either  to  accept  them  or  to 
increase  or  reduce  any  or  all  items.  It  is  unlikely  to  make 
any  increases  over  the  Governor's  estimates  for  the 
"code"  departments,  since  these  departments  arc  directly 
under  the  Governor  himself.  However,  the  elective  execu- 
tive officers  and  the  University  of  Illinois  are  to  some  ex- 
tent independent  of  the  Governor,  and  these  agencies  may 
request  increased  allotments  from  the  General  Assembly. 
However,  in  practice,  the  General  Assembly  makes  appro- 
priations closely  following  upon  the  Governor's  recom- 
mendations, for  it  is  realized  that  the  Governor's  pro- 
posed financial  program  is  the  result  of  careful  analysis 
and  study. 

The  amounts  legally  allowed  for  various  agencies  of 
the  State  are  set  forth  in  "appropriation  bills,"  which 
become  laws  of  the  State  when  passed  by  the  General  As- 
sembly and  approved  by  the  Governor. 

To  take  an  example,  the  Department  of  Agriculture 
appropriation  law  (which  any  one  may  find  in  the 
printed  Statutes  of  Illinois)  sets  forth  the  maximum 
amounts  that  this  Department  may  lawfully  spend  for 
its  general  office,  for  county  agricultural  advisers,  for 
State  aid  to  county  fairs,  for  the  Division  of  Seed  Inspec- 
tion, and  for  the  Division  of  Animal  Industry.     The 


96 


'  EyERYBODY'S  BUSINESS 


maximum  amounts  allowed  for  each  of  the  above  pur- 
poses is  further  broken  down  and  itemized  in  the  law. 
For  example,  the  Division  of  Animal  Industry  is  allowed 
a  total  for  the  1935-1937  biennium  of  $1,046,400. 
This  total  is  divided  as  follows:  $117,900  for  salaries 
and  wages  of  its  employes,  the  maximum  amount  pay- 
able to  occupants  of  the  various  positions  being  stated; 
$6,000  is  allowed  for  office  expense,  $8,500  for  travel; 
$6,000  for  operation,  $8,000  for  repairs  and  equipment, 
and  $900,000  for  tuberculosis  eradication.  These  items 
total  the  $1,046,400  allowed  this  Division.  No  matter 
how  much  money  may  come  into  the  State  Treasury,  no 
more  than  the  amount  appropriated  can  be  spent.  Let  us 
assume  that  the  $6,000  allowed  for  office  expenses  of  the 
Division  of  Animal  Industry  is  spent  before  the  two- 
year  period  expires.  Then  no  more  may  be  spent  for  this 
purpose  during  the  remainder  of  the  period.  Here  is  a 
practical,  understandable  example  of  the  way  in  which  the 
budget  controls  expenditures. 

Carrying  Out  the  Budget. 

The  third  phase  of  the  budgetary  system  begins  to 
function  after  the  appropriation  laws  have  been  passed. 
This  is  the  execution  of  the  budget.  Here  again  the  De- 
partment of  Finance  takes  a  leading  part,  so  far  as  spend- 
ing by  the  "code"  departments  and  the  boards  and  com- 
missions are  concerned.*  All  of  these  agencies  are  required 

•  It  has  no  direct  control  over  spending  by  the  Constitutional 
Officers  and  the  University  of  Illinois. 
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each  year  to  submit  to  the  Director  of  Finance  a  statement 
showing  their  appropriations  broken  down  by  months. 
The  Department  of  Finance  makes  a  continuous  check 
between  monthly  expenditures  and  monthly  allotments 
in  order  that  the  appropriation  will  be  evenly  spread 
throughout  the  two-year  budget  period.  The  Depart- 
ment of  Finance  has  power  by  law  to  reject  the  expendi- 
ture of  money  for  any  purpose  if,  in  its  opinion,  the  ex- 
penditure is  unnecessary,  or  if  the  price  paid  for  commod- 
ities or  services  is  excessive. 

There  can  be  no  doubt  that,  with  the  present  compli- 
cated functions  of  government,  a  control  system  similar 
to  that  described  above  operating  through  the  budget  is 
essential  to  prevent  waste  of  taxpayers'  money.  The 
system  used  in  Illinois  is  essentially  one  under  which  the 
executive  branch  formulates  a  plan,  the  Legislature  ap- 
proves or  alters  it.  and  the  executive  then  supervises  its 
operation.  It  is  a  good  and  effective  system.  The  ac- 
curacy of  its  operation  is  shown  by  the  fact  that  the 
General  Assembly  which  convened  in  1935  was  called 
upon  for  only  one  deficiency  appropriation,  and  that  was 
for  the  Illinois  Liquor  Control  Commission,  a  newly 
established  agency  whose  needs  necessarily  could  not  be 
closely  estimated  for  the  first  time. 

Appropriations  are  not  always  fully  spent.  Simply 
because  the  Legislature  has  voted  an  appropriation  does 
not  necessarily  mean  that  the  entire  appropriation  will  be 
spent.  During  the  1933-35  biennium.  State  agencies 
subject  to  control  by  the  Governor,  through  the  Depart- 
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ment  of  Finance,  spent  $86,030,610  less  than  their  ap- 
propriations. This  represented  a  saving  of  30.63  per 
cent,  and  illustrates  that  care  must  be  exercised  in  using 
appropriation  figures  as  indications  of  actual  expenditure. 

An  Example :    The  1935-37  Appropriations, 

Suppose  you  arc  interested  in  finding  out  what 
amounts  the  General  Assembly  has  authorized  to  be  spent 
for  particular  purposes  or  by  certain  State  offices.  Where 
would  you  find  this  information? 

You  should  consult  a  booklet  compiled  each  two  years 
by  the  Department  of  Finance  entitled  "Appropriations," 
which  contains  in  full  all  laws  appropriating  State 
money.  Illustrative  of  the  contents  of  this  publication, 
which  is  so  important  to  every  citizen,  we  may  profitably 
look  into  "Appropriations"  for  the  biennium  July  1, 
1935  to  June  30,  1937. 

At  the  end  of  this  booklet  is  a  list  of  appropriation 
laws  showing  amounts  appropriated  by  each  law.    Fol- 
lowing this  list  is  a  summary  showing  the  amounts  ap- 
propriated from  the  various  funds  of  the  State  Treasury. 
The  total  amounts  appropriated  and  the  total  amount 
payable  from  all  State  funds  is,  of  course,  equal  and 
totals  $388,999,244.74  for  the  entire  two-year  period. 
Since  appropriation  laws  arc  complicated,  and  the 
amounts  appropriated  from  different  funds  in  the  State 
Treasury  do  not  always  show  just  where  the  money  goes, 
at  this  point  we  shall  investigate  what  the  appropriations 
were  for.   Three  points  should  be  stressed.    FIRST,  the 
total  appropriation  of  almost  $389,000,000  includes 
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some  duplications  that  swell  the  total.  For  example,  there 
is  an  appropriation  to  pay  principal  and  interest  of  Emer- 
gency Relief  Bonds  amounting  to  $8,331,655.  There 
are  also  appropriations  amounting  to  $40,000,000  for 
aid  to  counties  and  cities  from  which  the  first  appropria- 
tion is  deductible.  SECOND,  there  is  a  "transfer"  ap- 
propriation of  $3,075,570  for  the  payment  of  "Antici- 
pation Note  Retirement  and  Interest."  Any  warrants 
issued  under  this  appropriation  will  be  merely  transfers 
from  one  State  fund  to  another,  in  payment  of  inter- 
fund  borrowing.  THIRD,  and  most  important,  the 
amount  of  an  appropriation  will  not  necessarily  all  be 
spent.  The  appropriation  laws  merely  set  the  maximum 
or  outer  limit. 
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FIFTY-NINTH  GENERAL  ASSEMBLY  APPRO- 
PRIATIONS 
REGULAR  SESSION 

(Appropriations  for  the  Biennium,  July  1,  1935— June  30,  1937) 

Total  Ap- 
Appropriated  For:  propriation 

Highway  Construction  and  Maintenance. . .  -$107,619,813 

Emergency  Relief: 

Payable  from  Emergency  Relief  Fund. .  $45,000,000 
Payable  from  General  Revenue  Fund.  .     9,000,000^ 

Total 54,000,000- 

Education: 

Distribution  to  Coimties — Aid  to  local 

schools 26,000,000 

Reappropriation  of  Uncollected  School 

Fund  Property  Tax  Levies 7,227,643 

University  of  Illinois 12,123,802 

State  Normal  Schools 5,139,550 

State  Schools  for  the  Deaf  and  Blind . . .        900,544 
Excess  Educational  Costs  of  deaf,  blind 

and  crippled  children— State  Aid. . . .        820,591 
Superintendent  of  Public  Instruction. . .        246,780 

Total 52,458,910 

Charitable  and  Penal: 

State  Institutions  and  Department  of 

Public  Welfare 43,464,167^ 

Blind  Pensions— Aid  to  Counties 2,000,000 

Mothers'  Pensions— Aid  to  Counties. . .     1,000,000 

Total 46,464,167 

Motor  Fuel  Tax  Distribution  to  Counties 
and  Cities:* 

Distribution  to  Counties 20,000,000^ 

Distribution  to  Cities 20,000,000"^ 

Total 40,000,000 

Administration  and  Refunds  of  Motor  Fuel  Tax 3,860,000 

Interest  and  Retirement  of  Debt: 

Bond  Retirement  and  Interest $37,155,978 

Anticipation  Notes  Retirement  and 

Interest 3,075,570" 

Total $  40,231,548 

Old  Age  Assistance 5,000,000^ 

All  Other  Purposes 39,364,807 

GRAND  TOTAL $388,999,245 

(See  footnotes  on  opposite  page.) 
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The  amounts  appropriated  for  different  purposes  are 
set  forth  on  the  opposite  page. 

The  largest  amount  appropriated  for  any  one  purpose 
is  for  "highway  construction  and  maintenance/*  A  large 
sum  is  authorized  for  this  purpose  in  order  to  take  ad- 
vantage of  any  money  the  Federal  Government  might 
grant  the  State  for  road  building.  It  is  expected  that  the 
State's  income  for  this  purpose  will  fall  far  short  of 
equalling  the  amount  of  the  appropriation,  consequently 
if  Federal  aid  is  not  forthcoming  there  will  be  a  large 
unexpended  balance. 

Our  next  largest  appropriation  item  is  that  for  "emer- 
gency relief."  It  should  be  noted  that  although  all  the 
other  appropriations  shown  are  for  the  biennium  from 
July  1,  1935  to  June  30,  1937,  the  $9,000,000  emer- 
gency relief  appropriation  "Payable  from  General  Rev- 
enue Fund"  was  authorized  to  be  spent  before  the  begin- 
ning of  this  biennium.  This  $9,000,000  was  appro- 
priated to  care  for  relief  needs  for  the  months  from  Jan- 
uary 1,  1935,  to  July  1,  1935. 

1.  This  appropriation  was  made  to  care  for  relief  needs  between 
January  1,  1935  and  July  1,  1935.  It  does  not  come  within  the 
1935-37  biennium. 

2.  An  additional  $10,000,000  were  appropriated  from  the  General  Fund 
for  relief  at  the  Second  Special  Session,  January  and  February, 

Includes  $14,000,000  for  new  buildings  at  state  institutions. 
"Cities"  include  villages  and  incorporated  towns. 
$8,331,655  of  principal  and  interest  on  the  First  and  Second  Emer- 
gency Relief  Bonds  must  first  be  paid  before  distribution  out  of 
these  appropriations. 

6.  This  appropriation  is  a  "transfer"  item.  Any  warrants  issued  on 
account  of  it  will  be  merely  transfers  from  one  State  Fund  to  an- 
other, in  payment  of  inter-fund  borrowing. 

7.  $4,000,000  of  additional  State  funds  were  appropriated  at  the  First 
Special  Session,  making  a  total  of  $9,000,000  appropriated  for  Old 
Age  Assistance.    Federal  funds  may  further  supplement  this. 


3. 
4. 
5. 
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An  additional  $10,000,000  were  appropriated  from 
the  General  Revenue  Fund  for  relief  at  the  Second  Special 
Session  in  January  and  February,  1936.  These  appro- 
priations are  not  shown  in  the  body  of  the  table. 

Appropriations  for  "education"  arc  an  important  part 
of  the  State's  1935-1937  budget.  "Education"  includes 
appropriations  for  State  aid  to  local  schools,  the  Univer- 
sity of  Illinois,  the  State  normal  schools,  the  State  schools 
for  the  deaf  and  blind,  excess  educational  costs  of  deaf, 
blind  and  crippled  children  and  the  Superintendent  of 
Public  Instruction. 

The  reader  will  note  that  $26,000,000  is  appropri- 
ated as  "distribution  to  counties — aid  to  local  schools." 
This  is  the  current  local  school  appropriation.  It  is  paid 
from  proceeds  of  the  Retailers'  Occupation  Tax  every 
month.  The  item,  "re-appropriation  of  uncollected 
school  fund  property  tax  levies"  is  for  the  purpose  of 
paying  the  local  schools  their  share  of  State  property 
taxes  levied  for  their  benefit  in  1932  and  prior  years,  but 
not  yet  collected.  Due  to  slow  collections  of  property 
taxes,  school  aid  fell  far  in  arrears  between  1929  and 
1933.  As  fast  as  the  delinquent  property  taxes  are  col- 
lected the  schools  are  paid  out  of  this  rcappropriation. 
All  such  payments  are  in  addition  to  the  monthly  pay- 
ments under  the  current  appropriation  now  being  made 
out  of  the  Retailers'  Occupation  Tax. 

Another  source  of  State  aid  to  local  schools  is  the  ap- 
propriation for  "excess  educational  costs  of  deaf,  blind 
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and  crippled  children."    The  State  bears  part  of  the  cost 
incurred  in  educating  these  unfortunates. 

Under  "charitable  and  penal"  are  classified  the  appro- 
priations for  the  operation  and  administration  of  the 
State  institutions,  and  State  aid  for  Blind  and  Mothers' 
Pensions. 

The  appropriation  for  "State  Institutions  and  Depart- 
ment of  Public  Welfare"  includes  $14,000,000  for  new 
construction  at  the  State  institutions.  During  the  past 
few  years,  buildings  at  the  institutions  were  allowed  to 
deteriorate  until  construction  has  become  essential  to  care 
for  persons  committed  to  them. 

The  item  "Motor  Fuel  Tax  distribution  to  counties 
and  cities,"  arises  because  the  Motor  Fuel  Tax  Act  re- 
serves two-thirds  of  the  Motor  Fuel  Tax  for  these  local 
governments.  The  General  Assembly  therefore  appropri- 
ated from  the  Motor  Fuel  Tax  Fund  $20,000,000  for 
county  distribution  and  $20,000,000  for  city  distribu- 
tion. However,  out  of  these  appropriations,  the  principal 
and  interest  on  the  first  and  second  emergency  relief  bonds, 
amounting  to  $8,331,655,  must  be  paid  before  the  coun- 
ties and  cities  may  receive  the  balance.  Counties  use  their 
Motor  Fuel  Tax  money  for  roads,  and  cities,  other  than 
Chicago,  use  theirs  for  streets.  The  city  of  Chicago  uses 
one-half  of  its  share  for  streets  and  the  other  half  for  its 
schools. 

It  should  be  noted  that  the  payment  of  money  out  of 
these  appropriations  is  entirely  dependent  on  collections 
of  the  Motor  Fuel  Tax. 
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Since  the  Motor  Fuel  Tax  applies  only  to  those  using 
the  public  highways  the  law  provides  for  a  refund  to 
those  persons  paying  the  tax  on  motor  fuel  used  for  non- 
highway  purposes.  Thus  there  is  an  appropriation  of  $3,- 
500,000  for  such  refunds  plus  $360,000  for  administra- 
tion of  the  Act. 

Payment  of  "interest  and  retirement  of  debt"  is  an 
inescapable  item.  It  includes  principal  and  interest  on 
bonds  issued  in  the  past  for  waterway  construction,  roads, 
soldiers*  bonus  and  emergency  unemployment  relief.    . 

Also  included  under  this  item  is  an  appropriation  for 
''anticipation  note  retirement  and  interest."  This  is 
merely  a  "transfer"  appropriation,  for  the  repayment  of 
inter-fund  borrowing. 

An  appropriation  of  $5,000,000  for  "Old  Age  As- 
sistance" (pensions)  was  made  by  the  regular  session  of 
the  General  Assembly.  At  the  first  special  session,  which 
convened  October  28,  1935,  an  additional  $4,000,000 
was  appropriated  for  this  purpose,  thus  making  a  total  of 
$9,000,000  now  appropriated  to  pay  old  age  pensions. 
It  is  expected  that  the  Federal  Government  will  "match" 
money  spent  by  Illinois  for  this  purpose,  if  the  Illinois 
Old  Age  Assistance  Law  is  found  to  conform  with  Fed- 
eral requirements. 

Appropriations  for  "all  other  purposes"  embrace  a 
multitude  of  State  services,  too  numerous  to  mention 
here.  For  a  description  of  the  State  activities  included 
under  "all  other  purposes"  the  reader  is  referred  to  the 
last  section  of  Chapter  II. 
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What  Ate  the  Funds? 

The  reader  has,  no  doubt,  by  this  time  gained  a  fairly 
complete  view  of  the  State's  business,  its  income,  its  ex- 
penditures, and  the  purpose  of  the  budget.  He  has  gath- 
ered that  certain  revenues  are  devoted  to  or  "earmarked" 
for  specific  objects  of  expenditure.  As  yet,  we  have  en- 
tered into  no  discussion  of  how  this  "earmarking*'  is 
done  through  the  State  funds.  It  is  a  rather  complex 
subject  requiring  its  own  chapter. 

Shall  we,  for  the  sake  of  simplicity,  imagine  the  taxes 
coming  into  the  State  Treasury  as  streams  of  water  flow- 
ing into  various  reservoirs?  Let  us  then  compare  these 
reservoirs  to  the  funds.  The  State  Treasury  contains 
some  45  such  reservoirs,  into  each  of  which  is  paid  rev- 
enue from  taxes,  or  fees,  and  out  of  which  expenditures 
are  made  only  for  the  particular  purpose  for  which  the 
fund  was  created. 

The  Blind  Relief  Fund,  to  take  an  example,  derives  its 
support  from  a  portion  of  the  Retailers'  Occupation  Tax 
revenue.  Money  in  it  may  be  used  only  for  blind  relief 
and  for  no  other  purpose.  So  far  we  have  chosen  to 
ignore  the  existence  of  the  Blind  Relief  Fund,  and  have 
simply  observed  that  the  Retailers'  Occupation  Tax  (the 
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source)  provides  money  for  the  care  of  destitute  blind 
persons  (the  ultimate  destination) .  The  fact  that  the 
money  rests  for  a  time  in  the  Blind  Relief  Fund  prior  to 
its  expenditure  is  not  of  fundamental  importance.  So  it 
is  with  other  funds  to  be  discussed  as  we  proceed.  They 
are  merely  methods  of  grouping  and  controlling  the 
channels  of  money,  and  are  incidental  in  their  real  im- 
portance compared  with  a  consideration  of  the  actual 
sources  and  the  final  destinations  of  the  State's  money. 

The  justification  for  discussing  the  funds  is  the  fact 
that  all  money  collected  by  the  State  is,  according  to  law, 
paid  into  one  or  another  fund.  Furthermore,  a  good 
deal  of  discussion  of  State  finances  in  public  reports  and 
in  newspapers  is  in  terms  of  "funds."  It  is  necessary  for 
the  informed  citizen  to  know  something  of  the  principal 
funds,  their  sources  of  income  and  purposes,  and  the 
working  of  the  system. 

Why  the  Funds  Originated, 

The  question  immediately  arises  in  the  reader's  mind; 
"Why  are  there  45  funds?  Why  shouldn't  all  revenues 
be  paid  into  one  large  fund,  out  of  which  all  appropria- 
tions could  be  made  payable  and  expenditures  made?" 
This  is  a  reasonable  question,  and  it  is  not  easy  to  find  a 
good^ answer.    History  provides  some  aid. 

The  use  of  different  funds  in  the  State  Treasury  is  a 
time-honored  practice  in  Illinois.  As  early  as  1853  there 
were  9  funds.  This  number  was  gradually  reduced  to 
3  until  the  turn  of  the  twentieth  century,  after  which 
date  the  number  has  steadily  and  rapidly  increased  to  the 
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present  45.  Unquestionably,  the  increasing  number  of 
funds  has  reflected  the  increasing  number  of  State  func- 
tions. Whenever  a  new  activity  was  launched,  a  new 
source  of  revenue  to  finance  the  activity  generally  had  to 
be  provided,  and  the  Legislature  desired  to  link  the  finan- 
cing of  the  activity  definitely  to  the  particular  revenue. 
The  simplest  method  of  accomplishing  this  end  was  to 
create  a  new  fund. 

Another  cause  of  fund  creation  was  the  gradual  con- 
solidation of  State  administrative  agencies.  The  trend 
has  been  toward  abolishing  independent  boards  and  com- 
missions, and  placing  their  functions  in  one  or  other  of 
the  departments.  But  here  again,  where  the  desire  has 
been  to  link  specific  sources  of  income  with  a  definite  pur- 
pose of  expenditure,  a  fund  was  created  in  the  State 
Treasury.  This  practice  did,  to  some  extent,  assure  that 
certain  revenues  would  be  used  for  the  definite  purpose  for 
which  they  were  levied.  During  the  last  century  there 
was  absence  of  a  good  budgeting  system  and  an  eff^ective 
law  governing  State  deposits.  Hence,  the  presence  of 
funds  offered  an  attractive  method  of  protecting  revenues 
for  use  in  fulfilling  definite  purposes.  With  the  present 
highly  efficient  and  controlled  budgeting  system  this  need 
has  largely  disappeared,  and  the  safeguards  provided  by 
funds  are  superfluous.  The  budget  gives  almost  the  same 
protection  and  does  not  have  the  disadvantages  of  funds. 

Facts  About  Some  Funds, 

We  do  not  propose  to  describe  each  of  the  funds  in 
great  detail,  but  rather  to  convey  a  general  understanding 
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of  their  operation,  the  purposes  for  which  they  were 
created,  and  the  sources  of  their  revenue. 

The  General  Revenue  Fund:  Most  important  is  the 
General  Revenue  Fund.  From  its  nature,  it  was  prob- 
ably the  first  fund  set  up  in  the  early  stages  of  State  Gov- 
ernment. According  to  law,  the  General  Revenue  Fund 
is  described  as  follows:  "All  money  belonging  to  or  for 
the  use  of  the  State  paid  into  the  treasury  thereof,  not  be- 
longing to  any  specific  fund  in  the  State  treasury,  shall 
constitute  the  general  revenue  fund."  The  same  law  pro- 
vides: "All  appropriations,  unless  otherwise  therein 
specified,  shall  be  paid  from  the  general  revenue  fund." 
This  clearly  indicates  that  the  General  Revenue  Fund  is  a 
sort  of  "catch-all"  fund,  into  which  the  greater  portion 
of  State  revenue  is  paid,  and  from  which  salaries  of  State 
employees,  departmental  appropriations  and  other  items 
of  expenditure  for  general  government  are  paid.  Chart 
XII  shows  that  the  General  Revenue  Fund  also  supports  a 
minor  fund,  the  State  Institution  Teachers'  Pension 
Fund.  Among  the  revenues  supporting  the  General  Rev- 
enue Fund  are  part  of  the  Retailers'  Occupation  Tax,  all 
income  from  liquor  taxes,  from  the  Illinois  Central  Rail- 
road Tax,  and  from  the  inheritance,  insurance  and  cor- 
poration taxes. 

The  Occupational  Tax  Fund:  This  fund  differs  from 
any  other  in  the  State  Treasury  because  it  is  used  exclu- 
sively to  support  other  funds.  Payments  are  not  made 
from  it  directly  for  expenditure,  but  are  made  only  into 
other  funds.   Two-thirds  of  all  collections  from  the  Re- 
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tailers'  Occupation  Tax  are  paid  into  this  fund.  Money 
in  the  Occupational  Tax  Fund  is  then  distributed  to  the 
other  funds,  and  disbursements  are  made  from  the  latter. 
A  glance  at  Chart  XII  will  make  this  clear. 

The  Motor  Fuel  Tax  Fund:  Into  this  fund  are  re- 
ceived all  revenues  from  the  Motor  Fuel  Tax.  From  it 
these  revenues  are  distributed,  one-third  to  the  State  for 
roads,  one-third  to  the  municipalities,  and  one-third  to 
the  counties.  The  distributions  to  the  municipalities  and 
counties  support  two  other  funds — the  First  and  Second 
Emergency  Relief  Bond,  Interest  and  Retirement  Funds. 
The  reader  should  again  glance  at  the  Chart  referred  to 
above,  to  see  how  this  operates. 

The  Emergency  Relief  Fund:  This  fund  is  used  ex- 
clusively for  supporting  emergency  unemployment  re- 
lief, and  derives  support  from  the  Public  Utility  Tax 
and  one-third  of  the  Retailers'  Occupation  Tax.  It 
should  not  be  confused  with  funds  used  to  pay  for  relief 
bonds,  as  current  relief  only  is  paid  from  the  Emergency 
Relief  Fund.  Money  in  this  fund  is  disbursed  in  the 
same  way  as  money  in  any  other  State  fund,  on  a  war- 
rant signed  by  the  Auditor  and  Treasurer  and  approved 
by  the  Department  of  Finance.  On  the  other  hand.  Fed- 
eral grants  for  unemployment  relief,  when  made,  are  not 
paid  into  this  or  any  other  fund  of  the  State  Treasury, 
but  are  deposited  with  the  Governor  as  trustee,  and  the 
money  drawn  for  relief  purposes  as  needed. 

The  Common  School  Fund:  This  is  the  fund  from 
which  payments  are  made  by  the  State  to  the  local 
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schools.  Every  school  district  is  entitled  to  a  certain 
minimum  amount  fixed  by  law.  The  amount  that  will 
be  paid  in  this  manner  depends  on  two  factors:  FIRST, 
the  legislative  appropriation  for  the  School  Fund,  and 
SECOND,  the  amount  of  money  actually  available  in 
the  fund.  When  the  State  formerly  depended  upon  the 
property  tax  to  support  the  School  Fund,  the  amount 
appropriated  for  it  could  never  be  entirely  paid  because 
sufficient  taxes  could  not  be  collected  to  equal  the  appro- 
priation. This  difficulty  has  disappeared  with  the  ad- 
vent of  the  Retailers'  Occupation  Tax  as  the  support  of 
this  fund.  The  full  appropriation  of  $26,000,000  for 
the  years  1935  and  1936  is  certain  to  be  paid.  In. addi- 
tion to  supporting  local  schools,  the  School  Fund  sup- 
ports the  Teachers'  Pension  Fund.  The  School  Fund 
itself  is  in  turn  supported  by  the  Occupational  Tax  Fund, 
into  which  all  revenue  from  the  Retailers'  Occupation 
Tax  is  paid  in  the  first  instance. 

The  School  Fund  illustrates  that  the  whole  system  of 
State  school  financing  is  ultimately  dependent  on  the  Re- 
tailers' Occupation  Tax. 

The  Road  Fund:  This  fund,  as  its  title  indicates,  is 
used  exclusively  for  roads.  Into  it  is  paid  the  Motor 
License  Tax  and  Federal  aid.  In  turn,  the  fund  supports 
highway  bond  interest  and  retirement.  State  highway 
maintenance  and  construction,  the  Automobile  Depart- 
ment of  the  Secretary  of  State,  the  highway  police,  and 
other  activities  having  to  do  with  roads. 
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Fire  Prevention  Fund:  All  firms  dealing  in  or  under- 
writing fire  insurance  must  pay  to  the  Insurance  Depart- 
ment one-half  of  1  per  cent  of  their  gross  premium  re- 
ceipts from  fire  insurance  written  by  them.  These  re- 
ceipts form  the  income  of  the  Fire  Prevention  Fund,  and 
are  used  to  maintain  the  fire  marshal's  office  in  the  De- 
partment of  Insurance,  in  order  that  fire  risks  may  be 
inspected  and  eliminated. 

The  University  of  Illinois  Fund:  This  is  set  up  by 
the  laws  pertaining  to  the  State  University.  The  former 
method  of  supporting  this  fund  was  a  property  tax  at 
the  rate  of  one-third  of  one  mill  of  each  dollar  of  the 
assessed  valuation  of  taxable  property  in  Illinois.  At 
present,  receipts  from  the  Retailers'  Occupation  Tax  en- 
tirely support  this  fund,  and  provide  a  more  stable  means 
of  operating  our  State  University.  Money  in  this  fund 
can  be  appropriated  only  for  the  use  of  the  University. 
The  University  of  Illinois  is  also  supported  by  the  "Uni- 
versity of  Illinois  Revolving  Fund",  into  which  are  paid 
tuition  fees  and  other  income,  and  finally,  by  the  General 
Revenue  Fund.  Altogether,  then,  three  funds  support  the 
University. 

The  Waterway  Fund:  In  1919  a  bond  issue  was 
authorized  to  construct  the  Illinois  Waterway.  The  Illi- 
nois Waterway  Fund  was  immediately  established  into 
which  was  paid  money  realized  from  the  sale  of  bonds. 
At  the  same  time  the  Illinois  Waterway  Maintenance 
Fund  was  created,  for  the  purpose  of  containing  the  total 
income  from  the  operation  of  the   Illinois  Waterway 
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and  its  properties,  including  income  from  the  utilization 
or  lease  of  water  power.  Here  again  is  a  good  example 
of  several  funds  created  for  one  general  purpose.  The 
one  purpose  was  the  maintenance  and  construction  of  the 
Illinois  Waterway.  Yet  one  fund  was  set  up  for  the  con- 
struction of  the  Waterway,  and  another  for  its  main- 
tenance. Still  another  fund  was  created  to  care  for  the 
interest  and  retirement  of  Waterway  Bonds.  Chart  XII 
shows  that  this  fund  is  supported  by  the  Retailers'  Oc- 
cupation Tax,  through  the  Occupational  Tax  Fund. 

The  Working  Fund:  This  fund  contains  income 
received  by  the  institutions  and  divisions  under  the  di- 
rection of  the  Department  of  Public  Welfare.  In  various 
charitable  institutions  and  prisons  inmates  are  taught 
vocations.  The  produce  of  their  labor  is  sold  by  the 
State,  usually  to  another  State  Department.  Receipts 
from  these  sales  go  into  the  Working  Fund,  and  the 
money  is  used  as  working  capital  for  these  institutions. 
The  fund  is  of  present  and  growing  importance. 

The  Normal  School  Revolving  Fund:  This  fund 
receives  all  tuition  and  other  fees  paid  to  the  five  normal 
schools.  Money  in  the  fund  is  used  exclusively  for  the 
support  of  such  schools.  The  normal  schools  also  re- 
ceive support  from  the  General  Revenue  Fund.  The  Nor- 
mal School  Revolving  Fund  is  therefore  not  the  exclusive 
source  of  support  of  the  normal  schools. 

Blind  Relief  Fund :  One  of  the  least-known  and  most 
interesting  funds  is  this  one,  the  income  of  which  sup- 
ports relief  of  destitute  blind  persons.    To  it  the  State 
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contributes  money  appropriated  every  two  years  by  the 
legislature.  This  is  another  fund  supported  by  the  Re- 
tailers' Occupation  Tax  through  the  Occupational  Tax 
Fund,  and  formerly  dependent  on  the  uncertain  property 
tax.  Like  the  School  Fund,  much  difficulty  formerly 
was  encountered  by  the  Blind  Relief  Fund  due  to  delin- 
quent property  taxes. 

Each  county  contributes  to  blind  relief  an  amount  con- 
sidered necessary  as  the  county's  share  to  pay  blind  pen- 
sions within  that  county.  From  the  State  Blind  Relief 
Fund  the  State  "matches"  all  amounts  so  spent  by  the 
county.  All  male  persons  over  the  age  of  21  years  and 
all  female  persons  over  the  age  of  1 8  years  who  arc  de- 
clared to  be  blind  may  receive  as  a  benefit  up  to  $365  per 
year,  payable  to  them  quarterly  by  the  Treasury  of  the 
county  in  which  they  live. 

The  Kaskaskia  Commons  Permanent  School  Fund: 

Interesting   not   because  of  its  financial   importance 

which  is  trivial — but  because  of  its  historical  background, 
this  fund  illustrates  one  reason  why  there  are  as  many  as 
forty-five  funds  in  the  State  Treasury. 

Kaskaskia  was  one  of  the  earliest  French  settlements  in 
Illinois.  Following  the  practice  of  their  homeland,  the 
early  settlers  of  Kaskaskia  set  aside  certain  lands  around 
the  town  for  common  use  in  grazing  their  cattle.  The 
State  Government  later  purchased  the  land  from  the 
town,  and,  as  trustee,  invested  the  purchase  money  on  be- 
half of  the  inhabitants.  Each  year  dividends  and  interest 
from  investments  made  by  the  State  are  paid  into  the 
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fund,  and  payments  out  of  it  help  to  maintain  the  Kas- 
kaskia  public  schools.  This  fund  is  one  of  several  "trust 
funds"  of  the  State. 

In  contrast  to  the  General  Revenue  Fund  which  often 
has  as  much  as  six  and  one-half  million  dollars  to  its 
credit  and  in  further  contrast  to  the  Road  Fund,  w^hich 
often  has  as  much  as  eight  or  nine  million  dollars,  the 
Kaskaskia  Commons  Permanent  School  Fund  often  has 
as  little  as  $2,000  or  $3,000  to  its  credit.  The  reader 
can  see  for  himself  that  the  funds  are  vastly  different  in 
size  and  importance. 

Space  does  not  permit  description  of  all  of  the  funds 
in  the  State  Treasury.  For  a  list  of  all  funds  together 
with  references  to  the  laws  creating  them,  the  reader  is 
referred  to  the  Biennial  Report  of  the  State  Treasurer, 
August  1,  1934,  page  45. 

How  the  Funds  Control  Expenditure, 

We  have  considered  several  of  the  more  important  and 
interesting  of  the  forty-five  funds  in  the  State  Treasury, 
sufficient  to  gain  a  good  idea  of  how  the  fund  system  op- 
erates. As  we  have  seen,  a  fund  may  be  subdivided  into 
or  support  several  other  funds,  as  does  the  Occupational 
Tax  Fund.  There  are  also  a  number  of  more  or  less  inde- 
pendent funds  serving  the  same  general  purpose. 

One  advantage  of  using  a  fund  is  that  it  applies  a  di- 
rect control  over  expenditures  by  limiting  them  to  the 
amount  of  money  paid  into  the  fund. 
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Let  us  consider  an  example.  All  fees,  fines  and  pen- 
alties collected  under  the  provisions  of  the  game  and  fish 
laws  are  paid  into  the  Game  and  Fish  Fund.  No  larger 
amount  of  money  can  be  spent  by  this  fund  than  the 
amount  actually  collected  from  such  fees,  fines  and  pen- 
alties. 

Money  from  this  fund  is  used  to  purchase  and  main- 
tain fish  hatcheries,  game  reserves,  and  public  shooting 
and  fishing  grounds,  and  to  distribute  game  birds,  fish 
and  animals. 

Now  let  us  assume  that  no  Game  and  Fish  Fund  ex- 
ists, and  that  the  Department  of  Conservation  receives 
only  an  appropriation  to  carry  out  these  activities.  It  is 
quite  possible  that  an  amount  might  be  appropriated  to 
it  greater  than  its  revenue  from  game  and  fish  licenses, 
and  the  Department  would  be  free  to  spend  the  entire 
appropriation.  Under  the  fund  system,  however,  it  is 
impossible  for  the  Department  to  spend  more  than  has 
been  actually  collected  into  the  fund,  even  though  the 
General  Assembly  appropriated  more  than  these  collec- 
tions for  its  use.  Should  a  greater  revenue  be  collected 
into  the  fund  than  the  amount  of  the  appropriation,  the 
Department  is  still  limited  in  its  expenditure  to  the  ap- 
propriation. Thus,  under  the  fund  system  the  Depart- 
ment's expenditure  is  limited  either  by  its  collections  or 
by  its  appropriation,  whichever  is  the  smaller  amount. 
Expenditure  must  perforce  be  cut  when  revenues  dimin- 
ish. If  fewer  people  hunt  and  fish,  fewer  game  and  fish 
preserves  will  suffice,  and  the  revenue  from  license  fees 
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will  be  diminished  in  about  the  same  proportion  as  the 
necessary  costs  of  operating  the  Conservation  Depart- 
ment. 

Persons  who  receive  a  special  benefit  from  an  activity 
of  government  should  contribute  the  money  to  support 
it.  This  is  only  just.  Funds  provide  a  method  of  ac- 
complishing this  result. 

Further  Comments  on  the  Fund  System, 

As  is  true  of  many  institutions  and  practices,  some  dis- 
advantages go  with  advantages.  We  should  not  pass  un- 
concernedly over  the  inconveniences  associated  with  the 
fund  system.  To  mention  them  will  help  to  clear  up 
in  our  minds  many  confusing  and  misleading  statements 
often  seen  concerning  State  finances. 

Funds  set  up  rigid  and  fixed  limits  to  the  use  of  State 
money  and  to  the  amount  of  expenditures.  No  matter 
how  prosperous  and  large  may  be  the  balance  in  one 
fund,  none  of  this  money  can  be  made  available  to  finance 
services  payable  from  another  fund  that  may  be  empty 
of  cash  and  in  dire  need,  without  passage  of  a  law  by  the 
Legislature,  The  curious  result,  that  the  citizen  un- 
familiar with  the  intricacies  of  State  finance  finds  difficult 
to  understand,  is  that  at  a  particular  time  there  may  be 
millions  of  dollars  of  cash  balances  in  some  funds,  while 
another  fund  is  financially  embarrassed,  and  the  neces- 
sary government  service  financed  by  it  may  even  be  tem- 
porarily curtailed.  Only  an  act  of  the  Legislature  can 
rectify  such  a  situation.    Citizens  should  remember  this 
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fact  when  reading  current  statements  about  the  State 
financial  situation. 

This  last  point  brings  us  to  what  is  perhaps  the  most 
serious  drawback  to  be  charged  up  against  the  fund  sys- 
tem, namely,  its  complication  of  State  accounts  and  the 
barrier  it  raises  to  an  easy  understanding  of  them  by  the 
layman.  Because  of  this,  persons  with  selfish  ends  in  view 
have  an  opportunity  to  make  capital  of  this  difficulty  and 
mislead  or  deceive  the  people  who  will  not  or  cannot  take 
the  trouble  to  get  at  the  facts. 
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THE  STATE  AS  A  BORROWER 


When  Should  the  State  Borrow? 

At  one  time  or  another,  government  finds  it  necessary 
or  advisable  to  spend  more  money  than  it  has  currently 
on  hand.  In  this  respect  it  is  not  unlike  most  of  its 
citizens.  To  bridge  the  period  extending  from  the  date 
of  expenditure  to  the  date  of  income  to  meet  that  expendi- 
ture the  government  must  borrow.  When  the  State  goes 
into  debt  to  provide  some  common  benefit  it  can  generally 
be  said  that  the  State  is  borrowing  money  for  a  legitimate 
public  purpose. 

What  constitutes  good  reason  for  State  borrowing — 
or  State  expenditure — are  ideas  that  have  changed  with 
the  passage  of  years.  At  one  time  it  was  thought  that 
the  paramount  duty  of  the  State  was  merely  to  preserve 
order,  or  in  the  sporting  phrase,  "to  hold  the  ring"  and 
see  that  no  foul  blows  were  struck  (violation  of  law) 
while  the  persons  in  the  ring  (individual  citizens)  did 
more  or  less  as  they  pleased.  In  the  event  of  foul  blows, 
the  State's  duty  was  to  step  in  and  punish  the  offender. 

In  recent  years,  this  narrow  conception  of  the  duties 
of  government  has  greatly  changed.  With  the  growth 
of  a  feeling  of  social  responsibility,  there  has  been  great 
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expansion  in  the  enterprises  of  the  State.  Today  we  be- 
lieve that  the  people  at  large,  through  their  State,  local 
or  national  governments,  are  obligated  to  feed  persons 
who  are  unable  through  no  fault  of  their  own  to  find 
work ;  we  believe  that  old  persons  are  entitled  to  at  least 
a  minimum  of  subsistence;  we  believe  that  in  order  to 
protect  ourselves  and  our  fellow  citizens.  State  health  and 
sanitation  supervision  is  essential,  and  that  State  regu- 
lation of  "public  utility"  enterprises  affecting  the  com- 
mon good  is  desirable.  The  State  must  maintain  charit- 
able and  correctional  institutions,  functions  formerly  per- 
formed by  the  local  communities,  or — and  this  was  more 
often  the  case — not  performed  at  all.  State  government 
has  taken  from  local  communities  the  responsibility  of 
imprisoning  persons  convicted  of  serious  crimes,  and  also 
of  constructing  and  maintaining  hard-surfaced  roads. 
The  State  has  assumed  a  good  share  of  the  supervision 
and  support  of  education,  and  many  other  similar  func- 
tions here  too  numerous  to  mention. 

From  many  of  these  duties  arise  the  necessity  of  con- 
structing works  and  buildings  on  a  tremendous  scale — 
of  making  "permanent  improvements".  Here  we  find 
one  explanation  and  justification  for  borrowing  money. 

A  second  legitimate  reason  for  borrowing  is  to  meet 
emergencies,  such  as  severe  temporary  unemployment,  fire, 
flood  or  insurrection. 

Both  of  these  types  of  expenditure  to  meet  which  bor- 
rowing is  proper,  are  "non-recurring,"  since  they  are  not 
expected  to  occur  with  regularity  every  year.     On  the 
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other  hand,  constant  or  recurring  expenditures  for  any 
purpose  should  be  financed  from  current  revenues  and 
not  by  borrowing.    These  are  sound  business  principles. 

Credit. 

The  ability  of  a  government  to  borrow  money  de- 
pends on  its  credit.  Government  credit  (like  personal 
credit)  depends  on  the  past  record  of  the  borrower,  on 
the  property  he  possesses  to  "secure"  the  loan,  and  finally 
on  the  fact  that  he  is  not  chronically  "living  beyond  his 
income"  and  spending  more  than  he  expects  to  receive  in 
the  near  future.  Credit  simply  means  faith  in  the  ability 
of  the  borrower  to  make  repayment,  including  interest. 

Maintenance  of  good  credit  standing  is  even  more 
necessary  to  government  than  it  is  to  private  individuals. 
It  enables  government  to  raise  money  in  crises  when 
money  is  necessary  and  even  essential  to  the  maintenance 
of  order  and  social  security.  Good  credit  also  enables  the 
State  to  raise  money  at  a  small  interest  cost,  and  so  to  save 
taxpayers'  money. 

As  an  example,  consider  the  $30,000,000  bond  issue 
for  unemployment  relief  authorized  in  1934.  The  State 
was  required  to  pay  3  %  per  cent  annual  interest  for  the 
use  of  this  money.  The  interest  on  this  debt  alone 
amounts  to  nearly  a  million  dollars  each  year.  Had  the 
State's  credit  been  less  favorable,  because  of  extravagance 
or  failure  to  impose  new  taxes,  and  had  it  been  necessary 
for  Illinois  (as  was  the  case  in  some  other  States)  to  pay 
6  per  cent  for  the  money  borrowed,  it  would  have  cost 
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the  taxpayers  almost  twice  as  much  in  interest  charges 
each  year. 

Perhaps  no  one  factor  is  as  important  in  determining 
whether  or  not  a  borrower  is  a  good  credit  risk  as  the 
borrower's  past  record  of  repayment.  The  manner  in 
which  Illinois  has  in  the  past  faced  its  financial  problems 
and  discharged  its  debts  has  always  been  taken  into  con- 
sideration when  determining  its  credit  standing.  At  the 
end  of  the  last  decade,  Illinois  expenditures  were  growing 
rapidly,  while  the  revenue  of  the  State  was  not  increasing 
in  sufficient  proportion  to  support  such  expenditures. 
It  was  inevitable  that  the  credit  of  the  State  suffered  some- 
what. However,  under  the  recent  policy  of  strict  econ- 
omy in  State  departments  and  the  adoption  of  a  "pay 
as  you  go"  method  of  finance,  the  credit  of  Illinois  has 
once  again  risen  to  its  former  high  standing. 

The  credit  of  the  State  is  of  direct  concern  to  every  in- 
telligent citizen,  for  poor  credit  is  eventually  and  surely 
reflected  in  higher  taxes.  It  injures  the  citizen's  pride, 
his  welfare — and  his  pocketbook. 

Who  Allows  the  State  to  Borrow? 

By  a  provision  of  the  State  Constitution,  the  General 
Assembly  is  permitted  to  authorize  borrowing  not  more 
than  $250,000  to  cover  casual  deficits  or  revenue  failures. 
It  cannot  authorize  any  debt  in  excess  of  this  amount, 
excepting  in  extreme  emergency  to  repel  invasion,  sup- 
press insurrection  or  defend  the  State  during  a  war.  The 
borrowing  power  is  placed  squarely  in  the  hands  of  the 
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voters  in  all  ordinary  circumstances,  and  they  alone  de- 
cide the  question  at  an  election. 

When  the  State  wishes  to  borrow,  the  law  authoriz- 
ing such  borrowing  must  be  made  public  for  three  months 
before  a  vote  of  the  People  is  taken  to  determine  whether 
or  not  the  bonds  in  question  may  be  issued.  The  General 
Assembly  must  provide  for  paying  the  interest  on  the 
debt  proposed  to  be  created.  If  a  tax  is  levied  for  that 
purpose,  the  law  levying  the  tax  must  be  submitted  to 
the  People  with  the  law  authorizing  the  creation  of  the 
debt.  It  follows  that  the  voters  must  approve  not  only 
the  loan  to  be  made,  but  the  manner  in  which  it  is  to  be 
made,  and  the  method  of  repayment.  These  vital  powers 
should  not  be  regarded  lightly.  More  so  than  in  the 
majority  of  States  is  the  welfare  of  Illinois  in  the  hands 
of  its  voters.  This  responsibility  should  result  in  careful 
study  and  consideration  of  State  finances  and  problems, 
in  order  that  the  prestige  and  financial  strength  of  Illinois 
may  remain  unimpaired. 

Issuing  Bonds. 

Nearly  everyone  at  one  time  or  another  finds  it  neces- 
sary to  go  to  a  bank  or  other  financial  institution  and 
borrow  money.  Before  he  receives  the  loan  he  generally 
has  to  mortgage  his  property,  sign  notes,  deposit  collateral 
or  go  through  a  number  of  processes.  It  may  therefore 
be  of  more  than  academic  interest  to  learn  what  are  the 
processes  gone  through  by  the  State  in  borrowing.  To 
the  ordinary  person,  the  ability  of  his  State  to  borrow 
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money  seems  limitless.  Nevertheless,  the  State  is  much 
the  same  in  this  respect  as  a  private  person,  and  it  must 
pledge  and  give  the  security  of  future  tax  collections  to  its 
creditors  for  repayment  of  loans. 

When  the  State  borrows  money  by  issuing  bonds  the 
procedure  is  long  and  very  often  complicated,  both  on  the 
part  of  the  State,  which  sells  the  bonds  to  a  banking  or 
issuing  house,  and  on  the  part  of  the  banking  and  issuing 
house  which  may  later  sell  the  bonds  to  the  public.  This 
latter  operation  is  called  the  "floating"  of  the  bond  issue. 

Let  us  follow  the  process  whereby,  say,  a  block  of 
$6,000,000  of  bonds  was  sold  under  the  $60,000,000 
Highway  Bond  issue.  These  bonds  were  sold  from  time 
to  time  as  the  State  needed  money  to  continue  the  con- 
struction of  highways.  The  whole  bond  issue  was  not 
sold  at  one  time. 

The  first  step  is  an  advertisement  by  the  State  Treas- 
urer requesting  bids.  This  advertisement  is  commonly 
called  "A  notice  of  sale."  The  notice  of  sale  describes 
the  issue  in  full,  the  date  on  which  the  bonds  are  to  be 
sold,  the  terms  of  the  sale,  the  due  date  of  the  bonds  to  be 
sold,  and  a  short  statement  in  regard  to  the  finances  of 
the  State.  The  banking  or  issuing  houses  read  this  ad- 
vertisement, and,  if  they  think  necessary,  request  further 
information. 

The  bonds  may  be  sold  either  by  "sealed"  or  "auc- 
tion" bids.  Under  the  sealed  bid  method,  bids  are  sub- 
mitted by  the  various  banking  and  issuing  companies  or 
by  syndicates  representing  such  companies,  and  the  bid  is 
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awarded  to  the  bidder  offering  the  largest  amount  for  the 
bonds.  Where  the  bonds  are  sold  at  an  auction  bid,  as 
was  true  in  the  case  of  the  Highway  Bond  issues,  repre- 
sentatives of  banks,  issuing  houses,  and  syndicates  bid  for 
the  bonds  at  a  public  place  prescribed  by  the  "notice  of 
sale"  in  much  the  same  manner  as  a  private  citizen  bids 
for  furniture  or  household  goods  at  a  sheriff's  sale.  The 
banking  or  issuing  company  paying  the  most  is  awarded 
the  issue. 

But  how  do  banking  and  issuing  houses  decide  how 
much  they  can  profitably  pay  for  a  bond  issue?  This 
decision  is  made  after  taking  into  consideration,  among 
other  things,  the  price  of  State  bonds  already  outstanding, 
and  the  market  conditions  at  the  time  the  issue  is  made. 
"Market  conditions"  mean  whether  the  bond  market  is 
high  or  low.  Interest  rates  are  also  considered  and  com- 
pared to  the  interest  the  bonds  to  be  issued  will  pay.  Se- 
curity underlying  the  loan  is  important.  The  issuing 
house  analyzes  the  revenue  supporting  the  bond  issue  and 
the  outstanding  State  debt.  It  takes  into  consideration 
the  expenses  of  selling  the  bonds  to  the  public,  and  its 
profit  to  cover  trouble  and  risk.  Bids  cannot  be  either 
arbitrarily  high  or  low  as  there  is  always  more  than  one 
banking  house  bidding  for  a  bond  issue  and  the  amount 
paid  is,  after  all,  determined  by  competition. 

When  a  bid  has  been  accepted  by  the  State,  a  contract 
of  sale,  already  prepared,  is  completed  in  the  proper 
amounts  and  is  binding  on  both  parties,  subject  only  to 
the  approval  of  attorneys  already  selected  by  the  bidder. 
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This  contract  is  signed  by  the  head  of  the  Department  on 
whose  behalf  the  bonds  are  issued  and  countersigned  by 
the  Director  of  Finance. 

The  State  now  orders  the  bonds  to  be  engraved.  This 
is  very  important  work,  as  counterfeiting  must  be  guarded 
against.  When  the  bonds  have  been  engraved  the  proper 
officials  of  the  State  go  to  the  engraving  house  and  sign 
their  names  to  the  bonds  on  what  is  known  as  a  "sign- 
o-graph  machine"  which  signs  twenty  or  thirty  bonds 
at  one  time.  Then  a  specimen  bond  is  taken  to  legal 
authorities  for  examination. 

With  this  specimen  bond  the  State  submits  a  complete 
file  of  the  proceedings  authorizing  the  bond  issue  in  ques- 
tion. The  file  contains  a  copy  of  the  law  authorizing  the 
bond  issue,  and  shows  that  the  law  was  in  fact  approved 
by  the  voters;  it  states  that,  under  competitive  bidding 
and  in  accordance  with  the  provisions  of  this  law  the 
issue  was  awarded  to  a  certain  bank.  The  notice  of  sale 
is  included,  as  well  as  the  provisions  for  repayment.  In 
this  way  the  whole  issue  is  reviewed  by  legal  counsel  be- 
fore a  single  bond  is  delivered  to  any  buyer.  The  pur- 
chasing bank  is  not  obliged  to  pay  any  money  to  the 
State  for  the  bonds  until  the  issue  is  finally  approved. 

The  bonds  are  now  delivered  to  the  buying  bank  and 
examined  to  see  that  each  bond  is  signed.  If  all  are  in 
good  order,  the  bank  credits  the  account  of  the  State  of 
Illinois  on  its  books  with  the  agreed  selling  price  of  the 
bonds,  plus  interest  from  the  date  of  the  issue  of  the 
bonds  to  the  date  of  their  delivery. 
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So  far  as  the  State  is  concerned  the  transaction  is  now 
at  an  end.  The  State  has  sold  and  delivered  the  bonds 
and  has  received  its  money. 

It  is  not  without  interest  for  the  reader  to  know  what 
becomes  of  the  bonds.  The  bank  or  group  of  banks  pur- 
chasing the  bonds  may  now  resell  the  bonds  to  insurance 
companies,  to  their  own  trust  departments,  or  to  private 
individuals.  Sometimes  the  bonds  are  kept  in  the  invest- 
ment portfolios  of  the  bank  itself  and  are  never  resold. 
This  is  rare.  By  the  time  the  bonds  are  actually  delivered 
to  the  purchasing  bank  or  banks  they  will  probably  have 
already  made  contracts  to  sell  tlie  bonds  to  private  in- 
vestors. 

Facts  About  the  Bonded  Debt, 

In  1913  the  bonded  debt  of  Illinois  was  negligible. 
Its  growth  was  rapid  between  1918  and  1934. 

The  State  has  become  indebted  since  1913  for  the  fol- 
lowing purposes: 

In  1919  a  $20,000,000  bond  issue  was  authorized 
for  the  construction  of  the  Illinois  Waterway. 

In  1922  the  voters  of  the  State  authorized  $55,000,- 
000  in  bonds  to  pay  a  bonus  to  soldiers  who  fought  in 
the  World  War. 

In  1 9 1 8  the  first  Highway  Bond  issue  of  $60,000,000 
was  approved  by  the  People  and  the  bonds  made  their 
appearance  in  1922.  Shortly  thereafter  another  issue  of 
bonds  to  construct  highways  was  authorized  in  the 
amount  of  $100,000,000  and  these  bonds  were  first 
marketed  in  1925. 
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In  1932  $20,000,000  of  bonds  were  sold  on  behalf 
of  emergency  unemployment  relief,  and  two  years  later 
the  voters  of  Illinois  approved  another  $30,000,000  issue 
for  the  same  purpose. 

The  State  of  Illinois  has  issued  a  total  of  $285,000,- 
000  in  bonds  since  the  Great  War.  These  issues  have  been 
protected  by  the  taxes  collected  to  pay  interest  and  to  re- 
tire the  bonds,  and  as  a  result  only  $222,568,000  were 
outstanding  on  August  1,  1935.  Illinois  has  never  re- 
pudiated a  debt,  and  has  never  delayed  payment  even 
temporarily  since  1857. 

Taxes  vs.  Borrowing. 

Earlier  in  this  chapter  we  have  had  occasion  to  note 
that  borrowing  by  the  State  may  be  justified  if  the  money 
is  needed  for  permanent  public  improvements,  or  where 
extreme  emergency  threatens  the  people.  Both  of  these 
types  of  expenditure  are  called  "non-recurring",  and  for 
such  non-recurring  expenditures  it  may  be  good  policy 
and  justifiable  to  borrow.  But  in  May  of  1935,  when 
Illinois  was  faced  with  a  need  for  further  relief  funds, 
money  was  required  neither  to  build  lasting  public  im- 
provements nor  to  finance  a  temporary  "non-recurring" 
emergency. 

Need  for  relief  funds  it  was  agreed,  would  continue  for 
at  least  a  year  and  one-half.  Even  under  the  most  favor- 
able circumstances  the  State  would  in  the  future  need 
funds  to  carry  the  cost  of  providing  social  security  under 
old  age  pensions  and  other  projected  welfare  programs. 
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Under  these  circumstances  there  was  but  one  reasonable 
alternative  method  of  meeting  the  necessity,  and  that  was 
to  impose  additional  taxes.  This  was  done  by  increas- 
ing the  Retailers'  Occupation  Tax  Rate  to  3  per  cent  and 
by  enacting  the  Public  Utility  Tax. 

The  table  on  page  130  gives  a  Summary  of  the  Cost  of 
Borrowing: 

The  State  of  Illinois  has  by  issuing  bonds  already  bor- 
rowed $285,000,000  and  it  must  eventually  pay  as  a 
consequence  $464,758,000.  Putting  it  in  another  way, 
for  every  dollar  the  State  has  borrowed,  it  must  repay  not 
only  that  dollar  but  an  additional  63  cents  in  interest. 
Each  dollar  received  by  the  State  and  invested  in  roads, 
waterways,  soldiers'  compensation  and  relief,  must  be 
met  with  $1.63  of  future  taxes  or  fees.  In  this  light,  the 
economy  of  present  taxes  and  a  "Pay  as  You  Go"  policy 
is  clear. 
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Chapter  VIII 

UNDERSTANDING  THE  STATE  FINANCIAL 

REPORTS 

A  Word  of  Encouragement, 

No  doubt  many  readers  approach  this  Chapter  with 
some  dismay.  Government  reports  have  a  reputation  for 
being  "dry"  and  uninteresting,  even  when  they  can  be 
understood.  That  is  generally  because  the  reader  does 
not  know  what  the  technical  words  and  phrases  used  in 
these  reports  really  mean.  When  these  are  comprehended, 
a  report  becomes  full  of  meaning — and  sometimes  vitally 
interesting.  We  hazard  a  guess  that  the  reader  who  has 
followed  the  discussion  so  far  will  find  a  new  interest  in 
State  publications  in  the  future. 

Illinois  issues  many  reports  on  government  business 
for  the  information  of  its  citizens.  Many  are  required 
by  law  to  be  published  and  properly  so,  for  the  State's 
business  is  indeed  "everybody's  business"  and  every  citi- 
zen should  be  able  readily  to  obtain  information  about 
it.  We  will  not  attempt  in  this  chapter  to  summarize,  or 
even  list,  all  the  State  reports  but  will  limit  ourselves  to 
the  financial  reports. 
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Financial  Information  in  Departmental  Reports. 

Of  course,  every  report  issued  by  the  State  contains 
some  information  dealing  with  finances.  In  addition  to 
the  reports  of  the  financial  officers,  such  as  the  Treasurer, 
Auditor  and  Director  of  Finance,  each  department  makes 
a  public  report  to  the  Governor  every  year  or  two  years, 
giving  information  concerning  the  duties  and  working 
of  the  department  and  how  it  has  spent  its  money. 

As  an  example  of  a  department  report,  let  us  examine 
that  made  by  the  Department  .of  Public  Welfare.  Dur- 
ing the  year  1931,  this  report  was  issued  in  a  bound  vol- 
ume containing  no  less  than  740  pages.  Between  the 
covers  of  this  book  are  found  reports  on  the  diverse  State 
institutions  supervised  by  the  Department  of  Public  Wel- 
fare. To  people  interested  in  social  service  and  social 
trends  this  report  is  invaluable.  However,  the  financial 
information  contained  in  it  reflects  only  a  part  of  the 
financial  picture  of  State  government. 

In  the  report  for  the  year  1931,  for  example,  we  find 
a  table  entitled  "Expenditures  for  All  Groups".  This 
table  shows  that  about  $20,000,000  was  spent  by  the 
Department  of  Public  Welfare.  But  it  does  not  show 
from  what  taxes  this  money  came,  whether  the  Depart- 
ment spent  less  than  its  appropriation  and  if  so,  how 
much  less.  And  of  course  no  light  is  shed  on  the  finan- 
cial condition  of  any  other  State  Department.  One  must 
consult  the  biennial  Report  of  the  Auditor  of  Public  Ac- 
counts to  find  a  detailed  break-down  of  the  expenditures 
of  the  Department  of  Public  Welfare  into  many  items. 
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A  student  making  a  careful  study  of  the  affairs  of  Illinois, 
who  desired  data  on  costs  of  the  Department  of  Public 
Welfare,  would  have  to  compare  and  check  figures  in  the 
Auditor's  Report  with  those  in  the  Report  of  the  Depart- 
ment itself  in  order  to  get  the  complete  picture. 

Even  then  our  careful  student  would  find  his  task  dif- 
ficult, since  the  Auditor's  Report  shows  total  payments 
by  different  institutions,  while  the  Department  of  Public 
Welfare  Report  sets  forth  payments  for  particular  items 
of  expenditure,  such  as  "wages",  "upkeep",  and  others, 
for  all  institutions.  Moreover,  both  reports  are  made  up 
to  apply  to  the  past  two-year  period  and  a  current  or 
present  analysis  is  impossible. 

While  we  have  taken  as  an  example  the  report  of  the 
Department  of  Public  Welfare,  the  same  conclusions  are 
to  be  reached  in  regard  to  all  of  the  State  departmental 
reports. 

It  should  be  said  that  all  departments  gladly  supply 
special  information  concerning  their  affairs  to  those  re- 
questing it. 

The  Treasurer's  Reports. 

The  State  Treasurer  issues  both  a  biennial  report  and 
monthly  reports. 

The  monthly  reports  of  the  Treasurer  are  valuable  in 
determining  the  cash  balance  in  the  various  funds  at  the 
beginning  and  end  of  each  month,  payments  from  the 
funds,  and  transfers  from  one  fund  to  another.  Details 
of  State  debt  and  receipts  from  taxes  are  also  shown. 
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However,  as  we  have  pointed  out  elsewhere,  the  mere 
fact  that  there  way  be  a  large  present  balance  in  any  one 
fund  does  not  necessarily  mean  that  this  fund  has  a  sur- 
plus or  even  that  it  will  eventually  meet  all  appropria- 
tions already  made  from  it.  The  balance  already  may 
be  committed  to  future  expenditure,  and  the  Treasurer's 
Monthly  Report  does  not  show  the  probable  expendi- 
tures that  will  be  made  from  it  in  the  near  future,  or  the 
revenue  available  to  support  the  fund.  Similarly,  a 
figure  showing  the  combined  balance  in  different  funds 
may  total  to  a  large  cash  balance  in  the  Treasury  but  does 
not  indicate  whether  or  not  the  balances  in  the  School  or 
other  funds  are  individually  sufficient  to  meet  the  de- 
mands to  be  made  on  them.  This  is  because  the  money 
in  each  fund  is  "earmarked"  for  specific  purposes  and  is 
not  available  for  other  purposes.  One  who  bears  these 
facts  in  mind  has  gone  far  toward  a  clear  understanding 
of  State  finances. 

The  Monthly  Report  is  the  only  financial  report  pub- 
lished at  such  short  intervals,  and  is  therefore  highly  use- 
ful in  throwing  light  on  the  State's  present  position,  sub- 
ject to  the  limitations  just  mentioned. 

The  existence  of  what  is  known  as  the  "Treasurer's 
clearing  account"  gives  rise  to  an  apparent  inconsistency 
between  figures  on  tax  collections  made  public  by  the 
Director  of  Finance  and  figures  on  collections  of  these 
same  taxes  released  by  the  State  Treasurer.  The  Treas- 
urer's clearing  account  simply  consists  of  tax  payments 
in  the  form  of  bank  drafts,  checks,  postal  and  express 
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money  orders  sent  to  the  Treasurer  for  collection  or  clear- 
ing, which  the  Treasurer  has  credited  to  the  account  of 
the  Department  of  Finance,  but  has  not  yet  turned  into 
State  cash  or  bank  balances,  because  of  time  involved  in 
"clearing"  these  items. 

An  example  makes  clear  just  what  happens. 

If  the  reader  follows  tax  collection  figures  released  by 
the  Director  of  Finance  in  the  newspapers,  he  may  have 
noticed  that  during  the  month  of  June,  1935,  the  De- 
partment of  Finance  collected  a  total  of  $3,675,838.90 
Retailers*  Occupation  Tax.  This  represented  the  total 
of  checks,  drafts,  postal  and  express  money  orders,  etc., 
sent  by  retailers  to  the  Department  of  Finance.  By  law 
the  Department  must  deposit  these  remittances  with  the 
Treasurer  within  24  hours  (legal  holidays  and  Sundays 
excepted) .  Had  the  reader  then  turned  to  the  Treasurer's 
Monthly  Report  for  the  same  month  of  June,  1935,  he 
would  have  found  that  during  that  month  a  total  of 
$3,755,871.29  was  credited  to  the  Occupational  Tax 
Fund,  $3,349,471.87  of  the  amount  being  designated  as 
"receipts,"  and  the  remainder  of  $406,399.42  being 
designated  as  "transfers"  from  the  Protested  Fees  Fund. 

The  difference  in  figures  obviously  is  due  to  the  fact 
that  the  Treasurer's  "receipts"  represent  cash  collected  as 
a  result  of  clearing  operations,  whereas  the  Director's  fig- 
ures represent  all  kinds  of  remittances  received  and  turned 
over  to  the  Treasurer  for  clearing. 

The  Biennial  Report  of  the  Treasurer  is  a  summary 
of  business  for  the  preceding  two  years,  much  as  the 
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Monthly  Report  is  a  summary  of  business  for  the  preced- 
ing month.  In  addition,  the  Biennial  Report  shows  in 
detail  the  receipts  into  and  payments  made  from  each 
fund. 

The  Auditor's  Report, 

The  Auditor's  Report  gives  a  more  complete  picture  of 
the  State  finances  than  is  to  be  gathered  from  any  report. 
It  loses  some  of  its  value  because  it  is  not  current,  being 
issued  only  at  tw^o-year  intervals.  Yet  for  some  pur- 
poses accurate  conclusions  could  hardly  be  drawn  if  a 
shorter  period  were  used. 

Important  information  dealing  with  local  as  well  as 
State  finances  is  found  in  the  Auditor's  Report.  Informa- 
tion contained  only  in  this  report  and  in  no  other  State 
publication  includes  a  statement  of  warrants  issued  (ex- 
penditures) by  all  code  departments  and  divisions,  in- 
cluding the  University  of  Illinois  and  the  constitutional 
executive  officers;  total  appropriations  passed  by  all  Gen- 
eral Assemblies  since  1878;  a  report  of  the  apportion- 
ment and  distribution  of  the  School  Fund  to  each  county 
during  the  preceding  two  years;  a  summary  of  property 
taxes  levied  by  each  county,  township,  municipality, 
school  district,  and  other  local  governmental  units,  show- 
ing the  purpose  of  such  taxes;  and  an  inventory  of  all 
State  property  by  departments,  divisions,  and  institu- 
tions. Like  the  Treasurer's  Report,  the  Auditor's  Report 
also  shows  receipts  into,  payment  from,  and  balances  in 
the  different  funds. 
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Report  of  the  Department  of  Finance, 

The  Annual  Report  of  the  Department  of  Finance 
gives  the  reader  an  excellent  idea  of  what  money  the  State 
has  spent  and  plans  to  spend  for  general  purposes. 

While  the  report  of  the  Department  of  Finance  shows 
in  considerable  detail  income  and  expenses  of  the  Code 
Departments,  Boards  and  Commissions,  each  year,  its 
value  is  limited  because  it  covers  the  financial  activities  of 
only  those  agencies  directly  responsible  to  the  Governor, 
and  does  not  include  money  received  and  spent  by  the 
University  of  Illinois,  the  Secretary  of  State,  the  Auditor, 
the  Attorney  General,  or  other  Constitutional  officers. 

The  report  of  the  Department  of  Finance  also  gives  in- 
teresting information  on  the  taxes  it  administers,  includ- 
ing the  Retailers'  Occupation  Tax,  Liquor  Taxes,  Motor 
Fuel  Tax,  and  Oil  Inspection  Fees. 

The  booklet  entitled  "Appropriations"  issued  by  the 
Department  of  Finance  is  also  indispensable  to  anyone 
who  may  be  inquisitive  about  the  expense  of  operating 
the  agencies  of  the  State.  It  is  a  compilation  of  all  ap- 
propriation laws  passed  by  the  General  Assembly.  Sup- 
pose one  wishes  to  know  how  much  it  costs  to  administer 
the  Retailers'  Occupation  Tax.  He  can  go  to  "Appro- 
priations" and  he  will  find  that  $1,1 15,160  a  year  is  ap- 
propriated for  the  expense  of  collecting  this  tax,  which 
now  brings  in  more  than  $60,000,000  each  year.  It 
would  not  be  accurate  to  assume  that  all  of  this  appro- 
priation will  actually  be  spent,  but  an  appropriation  does 
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show  the  maximum,  or  outer  limit  of  expenditure  for 
any  purpose. 

The  Governor's  Budget  Message. 

The  best  and  shortest  means  of  getting  a  bird's-eye 
view  of  the  State  finances  is  to  read  the  Budget  Message  of 
the  Governor  to  the  General  Assembly,  published  every 
two  years.  The  Budget  Message  shows  without  going 
into  details  the  anticipated  receipts  into  and  anticipated 
expenditures  from  each  fund.  It  shows  in  a  brief  but 
comprehensive  way  for  what  purpose  funds  are  to  be 
used,  from  what  sources  income  for  funds  will  be  col- 
lected, estimated  receipts  from  taxes,  and  the  probable 
surplus  for  the  two-year  period  to  which  the  Budget 
Message  applies.  When  read  in  conjunction  with  the 
other  financial  reports  the  Budget  Message  can  give  one  a 
reasonably  clear  idea  of  Illinois  finances. 
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STATE  OF  II.I.INOIS— DEPARTMENT  OF  FINANCE    • 

ANALYSIS  OF  CASH  RECEIPTS  PAID  INTO  THE  STATE  TREAS- 
URY DURING  THE  FISCAL  YEAR  ENDED  JUNE  30,  1935 

SOURCE  OF  RECEIPTS                                               .a^?^^"-"*  ^a.nA^2 

Liquor  License  and  Tax 'I'tTT'^^R  l 

Inheritance  Tax.         rooi  nifi  1 

Insurance  Tax  and  Few iooioQn  1 

Corporation  Tax  and  Fees ?'=q1V^V  I 

111.  central  R.  R.-Franchise  Tax HlHtl  i 

Auto  Registration  Anti-thelt  Fees iilyQa  1 

Oil  Inspection  Fees oH-tTI  \ 

Interest  on  State  Funds oas'Ikq  1 

Bank  and  Building  and  Loan  Fees S??'^2^  i 

Registration  and  Examination  Fees. ........  .        251, 7b7  * 

Si^reme  Court  Clerk.  Public  Health.  Labor. 

Mines.  Public  Welfare.  Fees,  Sales,  etc. .  . .        227  106  1 

Grain  Inspection  Fees ■■■■    ■■■■  ■         \  XoXin  { 

Illinois  Commerce  Commission— Utility  Fees.        }33.070  i 

State  Fair  Gross  Receipts *a4  i  or  1 

Athletic  Exhibitions  Tax  and  Fees m.\l^  * 

Group  Total f26.054.671 

Occupation  Tax: 

Allotted  to  Funds  as  Follows:  , 

General  Revenue.  .  . . ...  . •lA'^nnnnn  S 

Common  School  Distribution ^Rf22?^n  4 

P'mprffpnpv  Relief               9.134,150  • 

SoWie^il  Compensation  Bonds,  and  Interest . . .     f  .993,000  J 

University  of  Illinois— 1/3  Mill  Tax J't^f  nnn  5 

Waterway  Bonds  and  Interest i'ViAVno  7 

Blind  Relief .  .      585045  8 

Allotment  Pending &»o,u^o 

Group  Total 141,621,526 

Motor  Fuel  Tax: 

Allotted  to  Funds  as  Follows:                                    •t  r^y-r  arr  O 

State  M.  F.  Tax  Fund. *'A}Ji^  in 

Refunds  and  Cost  of  Administration J'^?i'5gS  i? 

County  Allotment  Fund . f'SoA'Qta  {» 

Municipal  Allotment  Fund. .    .  ....  .  ...  . I'«c5'ot7  ll 

Common  School  Fund  (Special  8  Months) ....     6,654,257  IS 

Reserve  for  Emergency  Relief  Bonds 2.»4»,0bu  *« 

Group  Total $31,058,741 

Motor  Vehicle  Licenses:                        ^^.  ,  ^              mn  Ate.  am  ik 

State  HiEhway  Construction  and  Maintenance  $9,475,401  " 

R^erve  foi-  Ret  and  Int.  State  Highway  Bonds    9,110.000  16 

Group  Total $18,585,401 

Miscellaneous:               ,^    •    ^  ^ ,        „                           «j.rr  noo  17 

Race  Meetings  (horse)  Llcens^ 'ob«  oRs  1R 

Game  and  Fish  Licenses  and  Fees 386.209  « 

U.     S.     Payment    for    Hospitalization    of  ,_ 

Veterans •      • •        201.043  W 

Road  Fund  (Engineering  Fees.  Equipment        ,„<,  qq.  ,« 

Rentals,  etc.) hq'qi^  '20 

Special  Fire  Prevention  Tax ^S'oAo  4 

Emergency  Relief  Refunds •••■•:,•  ^z  •-,  •          tf  tSI  21 

Miscellaneous  Refunds,  etc..  Special  Funds.          %i.'l\%  §4 

Waterways— Sale  of  Materials,  etc 23.456  « 

Illinois  &  Michigan  Canal  (Rentals,  etc.). . .          13,205  ^^ 

Group  Total $1,488,398 

Revolving  Funds:  „        .^    . 

University  of  Illinois,  Tuition,  Dormitories. 

Sales  etc                 •  1,020,0  <  a  •* 

Prison 'Industrie."  Sale   of    Manufactured        „„„  .„„  9il 

Products,  etc v^-    -.vi    ■        y^8-'*'»»  *• 

Normal     Schools.     Tuition.     Dormitories,        „»„„>.  04 

Sales,  etc ^^^-^^^  .„,o«oo. 

Group  Total                                          $2,736,984 

Direct  Property  Tax:   (Deferred  and'  Deiinquent  Collections  on  State  Levies  1932  and 

^General  Revenue                   $3,594,969  26 

Common  School  blstrlbution ?'?^2'1?7  Ia 

Soldiers  Compensation  Bond 1.208. 1 57  g 

University  of  Illinois- 1/3  Mill  Tax ^Bk\^  M 

Waterway  Bond int'?^d  7 

Blind  Relief ^Q^-^^^  .««„o.r 

Group  Total $9,057,845 

SPECIAL  RECEIPTS.      ^    „  ,^                                .on  nnn  nnn  29 

Emergency  Relief  Bonds  Sold '?2'S22'?^S  30 

Federal  Aid,  Highways,  etc.   s'lnn  non  31 

Emergency  Relief  Notes  Sold 5'§2Q-5yi  82 

Trust  Funds  (Local  Bond,  etc.) u  ; ;  •    •     '*-^?c'nVo  ql 

Premium  on  Emergency  Relief  Bonds  Sold..  .        •*{g.919  S? 

Premium  on  Emergency  Relief  Notes  Sold.. .            ^9.020  «* 

Group  Total $56.668.935 

GRAND  TOTAL $187,272,601 
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4. 
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7. 

8. 

9. 
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11. 

12. 

13. 
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18. 
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20. 
21. 


22. 


23. 
24. 


25. 

26. 
27. 

28. 

29. 

30. 

31. 
32. 

33. 

34. 
35. 


For  General  State  Purposes  including  State  Executive  Departments.  Courts, 
General  Assembly,  Charitable  and  Penal  Institutions,  Revenue  Collecting 
Divisions,  Normal  Schools,  University  of  Illinois,  etc. 

The  Revenue  from  this  new  source  approximately  offsets  the  average  annual 
decrca.se  In  revenue  from  Inheritance,  Illinois  Central,  Insurance  and  Cor- 
poration Taxes  comparing  1930,  31  and  32  with  1933,  34  and  35. 

For  Distribution  to  Counties  for  Common  School  Purposes. 

For  Emergency  Relief.  (Federal  funds  for  this  purpose  do  not  pass  through 
the  State  Treasury.)  ,  _  _ 

For  Bond  Interest  and  Retirement.  Replacement  of  Property  Tax  Levy. 
Accumulating  by  monthly  allotments  from  Retailers  Occupation  Tax  to 
provide  sufficient  funds  on  annual  due  date. 

For  partial  support  of  the  University  of  Illinois.  Replacement  of  Property 
Tftx  Levy. 

For  Refund  to  Counties  of  1/2  of  Statutory  Blind  Pensions  paid  by  such 
Counties.     Replacement  of  Property  Tax  Levy. 

Allotment  of  June  1935  payment  Into  the  State  Treasury  made  after  July  1, 
1935.     Adjustment  at  close  of  fiscal  year. 

For  State  Highways,  and  Street  and  Grade  Separation,  Etc. 

For  Refund  of  Tax  paid  by  consumers  on  Motor  Fuel  used  for  purposes  other 
than  operating  motor  vehicles  upon  public  highways  amounting  to 
$1  645  532,  and  for  the  payment  of  the  cost  of  administering  the  Act  amount- 
ing to  $157,968. 

For  use  by  Counties  for  payment  of  principal  and  Interest — State  Aid  Road 
Bonds,  and  for  the  Construction  and  Maintenance  of  Roads  in  accordance 
with  County  Board  Resolutions  approved  by  the  Department  of  Public 
Works  and  Buildings,  allotted  to  each  County  on  basis  of  Motor  Vehicle 

For  use  by  Municipalities  for  the  Construction,  Re-constructlon  and  Mainten- 
ance of  Highways  and  Streets,  and  payment  of  indebtedness  Incurred  for 
such  purposes  In  accordance  with  Council  or  Trustees  resolutions  approved 
by  the  Department  of  Public  Works  and  Buildings,  allotted  to  each  Munici- 
pality on  basis  of  population. 

Special  diversion  of  1/3  of  net  Motor  Fuel  Taxes  to  the  School  Distributive 
Fund  for  8  months. 

For  payment  of  Principal  and  Interest  on  both  the  20  and  30  Million  Emergency 
Relief  Bond  Issues.  Reserved  from  Allotments  to  Counties  and  Municipali- 
ties In  proportion  to  Emergency  Relief  extended  to  residents  thereof. 

For  Highway  Construction,  Maintenance  and  Policing  and  Cost  of  operating 
Automobile  Department  by  Secretary  of  State. 

For  payment  of  Principal  and  Interest  on  the  60  and  100  Million  Dollar  State 
Road  Bond  Issues.  .       ^,  .  ^       ,       .. 

For  Premiums  at  State  and  County  Fairs,  4-H  Clubs,  etc.  Surplus,  if  any, 
may  be  transferred  to  General  Fund. 

For  Services,  Expenses  and  Supplies  and  Equipment  for  the  Conservation 
Department  In  administering  the  laws,  collecting  licenses,  preventing  vio- 
lations and  propagating  and  distributing  game  and  fish. 

For  Hospital  Care  of  Veterans. 

For  Services  and  Expenses — State  Fire  Marshal's  Office. 

Made  up  of  $57,000  transfer  from  General  Revenue  Fund  to  Common  School 
Fund;  $283.34  Refunds  Into  Common  School  Fund;  $387.83  Refunds  Into 
University  of  Illinois  Mill  Tax  Fund;  and  $114.00  Refunds  Into  Emergency 
Relief  Il.eservc 

For  Completing  the  Illinois  Waterway  Bridges,  etc.  as  agreed  at  the  time  the 
waterway  was  turned  over  to  the  Federal  Government  for  completion  and 
operation. 

For  maintenance  of  the  Canal — Labor,  Material  and  Supplies. 

Includes  all  Miscellaneous  Collections  formerly  received  and  disbursed  locally 
without  passing  through  the  State  Treasury  as  a  receipt  or  disbursement. 
It  Is  revolving  to  the  extent  of  the  self-flnancing  activities,  dormitories, 
farms,  etc.,  the  profits  from  which  together  with  tuition  and  other  income 
are  appropriated  for  salaries  and  other  purposes,  supplementing  to  that  extent 
other  appropriations  for  such  uses. 

For  material,  supplies,  personal  services  and  equipment  for  the  Industries  In 
the  State  Prisons  and  other  Institutions. 

Pledged  and  used  for  payment  of  Tax  Anticipation  Notes. 

For  distribution  to  Counties  for  Common  Schools  to  apply  on  balance  unpaid 
on  1932  and  prior  levies.  ,      ^  ,      ^  . 

For  exclusive  use  of  University  in  addition  to  funds  appropriated  from  the 
General  Revenue  Fund  and  the  Revolving  Fund. 

Proceeds  used  for  Retirement  and  Interest  on  Anticipation  Notes  sold  antici- 
pating Bond  Issue — a  surplus  of  $761,614  was  transferred  to  the  Emergency 
Relief  Fund.  ,        ,  ^  .     ^        ^  ^       ^    ^ 

Used  for  Highway  Construction.  Receipts  consist  of  Refunds  and  Grants  by 
the  Federal  Government  for  work  undertaken  under  Joint  agreements,  etc. 

Proceeds  used  for  Emergency  Relief.  ,    „    ,. 

For  Retirement  and  Interest  on  Local  Registered  Bonds,  largely  Lincoln  Park, 
also  Federal  Funds  handled  through  the  State  Treasury,  Pension  Funds, 
etc 

For  Retirement  and  Interest  20  and  30  Million  Emergency  Relief  Bond  Issues. 
Accumulating  monthly  by  reserves  from  County  and  Municipal  Motor  Fuel 
Tax  Allotments.  _  ^  „  .    .    ^,  .     ^■ 

For  payment  of  Principal  and  Interest  on  Emergency  Relief  Anticipation 
Notes  from  the  proceeds  of  i:mergency  Relief  Bonds  sold. 

State  Property  Tax  Anticipation  Notes  Issued  prior  to  July  1,  1934,  to  provide 
necessary  money  In  the  General,  Waterway  Bond  and  Soldiers  Compensa- 
tion Bond  Funds  were  purchased  from  the  surplus  In  the  Motor  Fuel  Tax 
Fund  and  carried  as  cash  In  such  fund  as  provided  by  law  Warrants  Issued 
represents  the  total  notes  retired  during  the  year. 
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CASH  RECEIPTS,  WARRANTS  ISSUED  AND  BALANCES 
FISCAL  YEAR  ENDED  JUNE  30,  1935 


FUNDS* 


General  Revenue 

Tax  Anticipation  Note  Re- 


Net  Balance 
July  1,  1934 


Bcrve ........ 

Common  School  (Diatnbution).. 
University  of  Illinois— J  Mill 

Tax 

Univermty  of  Illinois  (Revolv- 

bg) 

Waterway   Bond   (Retirement 

&  Interest) 

Tax  Anticipation  Note  Re- 
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*Each  fund  in  the  State  Treasury  is  for  a  specific  purpose,  as  provided 
be  used  for  any  other  purpose  unless  the  Legislature  amends  the  law  and 
priation  made  by  it  for  the  new  purpose. 


by  law,  and  cannot 
there  is  an  appro- 


Annual  Analysis  of  State  Funds, 

The  Department  of  Finance  recently  instituted  a  new 
report  supplementing  other  State  financial  reports,  and  in 
addition,  meeting  a  need  not  filled  by  other  reports.  This 
statement  is  called  the  "Annual  Analysis  of  the  Funds 
of  the  State  of  Illinois."  A  copy  of  the  "First  Annual 
Analysis"  is  reproduced  herein. 

The  reader  will  note  that  the  "Annual  Analysis" 
breaks  down  the  State  revenues  by  items,  then  indicates 
just  where  each  item  goes.  For  example,  it  is  shown 
that  the  State  collected  $41,621,526  from  the  Retailers' 
Occupation  Tax  during  the  fiscal  year  ending  June  30, 
1935  (at  the  former  2  per  cent  rate)  .  Of  this  amount, 
$11,976, 199  went  into  the  General  Revenue  Fund,  and 
by  referring  to  Explanatory  Note  1,  as  indicated,  the 
reader  is  told  what  activities  are  financed  from  this  fund. 
Next,  the  Analysis  shows  that  $10,500,000  of  the  Re- 
tailers' Occupation  Tax  went  into  the  Common  School 
Fund,  and  Explanatory  Note  3  amplifies  this. 

The  same  method  is  followed  for  every  item  of  State 
revenue.  In  this  manner,  all  State  taxes  are  accounted 
for,  and  it  becomes  plain  that  the  different  State  activities 
are  firmly  bound  up  with  the  respective  taxes  that  finance 
them. 

On  the  last  page  of  the  Analysis  the  condition  of  the 
State  funds  as  of  the  end  of  the  fiscal  year  is  shown,  to- 
gether with  a  reference  to  the  proper  Explanatory  Note. 

Thus  the  "Annual  Analysis"  performs  the  very  neces- 
sary function  of  relating  receipts  and  expenditures  at  a 
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glance,  something  other  State  Reports  do  not  purport 
to  do. 

Improvements  in  State  Financial  Reporting, 

There  is  one  very  important  type  of  information, 
however,  which  the  Annual  Analysis  and  other  State  Re- 
ports do  not  convey.  These  reports  are  a  record  of  what 
has  happened,  but  without  supplemental  information 
the  reader  is  not  able  to  gain  a  very  clear  picture  of  what 
is  happening. 

To  know  this,  it  is  necessary  not  only  to  know  what 
revenues  have  already  been  collected,  and  what  expendi- 
tures already  have  been  made,  but  one  must  also  know 
approximately  how  much  will  be  collected  and  how 
much  must  be  spent.  Then  he  can  tell  whether  the  State 
is  tending  toward  insolvency  or  whether  it  is  in  sound 
financial  condition. 

This  is  the  next  step  that  should  be  taken  in  State 
financial  reporting.  A  statement  might  be  issued  at 
monthly  or  quarterly  intervals  showing: 

( 1 )  The  balance  in  each  fund  at  the  beginning  of  the 

fiscal  year; 

(2)  Receipts  to  date  by  each  fund; 

(3)  Anticipated  payments  into  each  fund  during  the 

remainder  of  the  fiscal  year; 

(4)  Payments  from  each  fund  to  date; 

(5)  Anticipated  payments  from  each  fund  to  the  end 

of  the  fiscal  year;  and 
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(6)    The  anticipated  surplus  or  deficit  of  each  fund 
at  the  end  of  the  fiscal  year. 

Anticipated  revenues  and  expenses  would,  of  course, 
in  all  cases  be  estimated.  But  experience  in  budgeting 
has  shown  that  estimates  can  be  fairly  accurate. 

In  this  way  the  financial  course  of  the  State  can  be 
charted.  The  necessity  for  decreases  in  expenditures  or 
increases  in  taxes  can  be  quickly  determined,  if  expendi- 
tures are  running  ahead  of  revenues.  On  the  other  hand, 
if  revenues  are  running  ahead  of  expenditures,  taxes  can  be 
decreased. 

In  other  words,  such  a  report  would  clearly  show  the 
difference  between  a  balance  and  a  surplus,  something  the 
present  reports  do  not  do,  and  which  leads  to  confusion. 
For  example,  if  on  a  certain  date,  the  Waterway  Bond 
Fund  shows  a  balance  of  $  1 ,000,000,  this  docs  not  neces- 
sarily mean  that  this  Fund  has  a  surplus,  indeed  the  Fund 
might  be  potentially  insolvent  if  principal  and  interest 
payments  of  more  than  $1,000,000  were  shortly  due. 
The  fund  can  only  be  said  to  have  a  surplus  if  its  bal- 
ance plus  revenues  accruing  to  it  within  a  given  period 
can  more  than  cover  all  payments  to  be  made  from  it 
during  that  period. 

A  report  clearly  showing  information  such  as  sug- 
gested above  will  enable  the  voters  at  short  intervals  to 
know  the  exact  current  status  of  State  finances.  Such  a 
report  should  also  go  far  to  correct  false  or  misleading 
statements  of  the  State's  financial  condition. 


%    '1' 


Chapter  IX 


THE  CITIZEN'S  PART 


The  Citizen's  Part  in  General, 

The  twentieth  century  has  witnessed  a  growth  in  the 
number  of  functions  performed  by  government  that  is 
little  short  of  amazing.  In  recent  years  this  rate  of 
growth  has  even  accelerated.  The  people  want  and  ex- 
pect more  and  more  from  their  Federal,  State  and  local 
governments.  The  business  of  government  has  expanded. 

If  these  plainly-marked  trends  continue,  and  govern- 
ment continues  to  be  of  large  importance  in  our  lives, 
then  it  surely  is  imperative  that  this  greatest  of  all  busi- 
nesses be  conducted  with  scrupulous  regard  for  efficiency 
and  economy.  By  "economy"  we  do  not  mean  merely 
reduction  in  governmental  expenditures.  We  mean  get- 
ting the  most  and  best  services  from  each  dollar  spent  by 
government.  In  reaching  this  objective,  the  voter  plays 
the  leading  role.  His  part  in  gaining  good  government 
greatly  over-shadows  in  importance  the  part  of  the  law 
administrators  or  even  of  the  law  makers. 

In  taking  this  view,  we  risk  running  contrary  to 
opinions  often  expressed.  No  one  has  escaped  reading 
or  listening  to  statements  conveying  the  thought  that  the 
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problem  of  good  government  is  exclusively  a  problem  of 
those  charged  with  making  or  administering  the  laws. 

It  is  time  that  attention  be  directed  to  the  other  phase 
of  the  problem,  and  that  we  inquire — "What  is  the  citi- 
zen's part  in  conducting  the  business  of  the  State?"  The 
State's  business  is  truly  "everybody's  business".  In  ap- 
proaching the  matter,  it  is  helpful  to  consider  the  citizen 
in  his  two-fold  capacity,  as  a  voter  and  as  a  taxpayer. 

The  Citizen  s  Part  as  a  Voter, 

On  election  day  the  voter  goes  to  the  polls  and  casts 
his  ballot  for  one  or  more  candidates  for  State  offices. 
These  offices  include  not  only  the  Governor  and  the 
other  elective  executive  officers,  but  also  the  Judges  of  the 
Supreme  and  Circuit  Courts,  and  the  representatives  and 
senators  sitting  in  the  General  Assembly.  In  general. 
State  offices  filled  by  the  voters  include  the  most  im- 
portant posts  having  to  do  with  the  business  of  govern- 
ment, whether  in  its  legislative,  executive  or  judicial 
branches.  Whether  or  not  the  administration  of  the 
people's  business  is  to  be  economically  and  efficiently 
carried  on  depends  pretty  largely  on  whether  or  not 
honest,  intelligent  and  zealous  men  and  women  are  se- 
lected for  public  service. 

It  is  precisely  as  though  the  stockholders  of  a  large 
private  commercial  corporation  selected  by  election  not 
only  their  board  of  directors,  but  also  their  president, 
general  manager,  sales  manager,  production  manager  and 
attorney.    Being  anxious  to  see  their  business  run  ef- 
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ficiently  in  order  to  realize  the  largest  possible  profits,  the 
stockholders,  if  they  act  intelligently,  take  great  pains  to 
see  that  these  posts  are  filled  with  the  best  men  and 
women.  The  citizen  of  Illinois  is  in  a  very  real  sense  a 
stockholder  in  one  of  the  largest  corporations  doing  busi- 
ness in  his  state,  and  differing  only  from  a  private  cor- 
poration in  that  it  is  providing  government  services. 
Why  should  the  citizen  act  any  diflFerently  in  casting  his 
vote  on  election  day,  than  he  does  at  the  annual  meeting 
of  a  private  corporation  in  which  he  may  be  a  stock- 
holder? 

Doubtless,  many  a  voter  sincerely  wishes  to  help  elect 
desirable  persons  to  public  office,  but  finds  himself  unable 
to  penetrate  the  fog  of  irrelevant  issues,  misstatements, 
and  meaningless  personal  controversy  which  often  sur- 
round election  campaigns,  and  to  arrive  at  the  real  issues. 
It  requires  some  study  and  effort  to  accomplish  this.  A 
clear  understanding  of  the  State's  business  and  how  it  is 
financed,  such  as  set  forth  in  this  book,  should  furnish 
much  help.  The  citizen  may  also  call  upon  State  of- 
ficials for  information,  that  will  be  gladly  furnished  on 
request.  It  is  unfortunate  that  so  few  citizens  avail 
themselves  of  the  wealth  of  data  required  by  law  to  be 
made  available  to  the  public,  and  which  can  be  obtained 
without  any  expense  whatever,  beyond  investment  in  a 
postage  stamp. 

Having  taken  a  part  in  electing  desirable  persons  to 
make,  administer  and  interpret  the  laws,  the  good  citizen 
should  then  repose  some  trust  and  confidence  in  these  of- 
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ficcrs.  Wc  do  not  mean  that  he  ought  to  blind  himself 
to  faults  or  lose  a  wholesome  skepticism.  But  neither 
ought  he  permit  himself  to  be  carried  away  by  every 
chance  rumor  or  statement  casting  a  reflection  on  persons 
conducting  the  State's  business.  The  conduct  of  the 
State's  business  should  be  judged  only  on  a  basts  of  the 
facts.  "Whenever  in  doubt,  get  the  facts,"  is  good  ad- 
vice in  this  as  in  other  matters. 

The  Citizen's  Part  as  a  Taxpayer, 

As  taxpayers,  many  citizens  are  called  upon  to  make, 
directly  or  indirectly,  compulsory  contributions  to  the 
State  to  provide  funds  by  which  its  business  may  be  car- 
ried on.  Human  nature  is  such  that  the  process  of  paying 
taxes  will  probably  never  become  a  pleasant  one.  Money 
spent  for  taxes  represents  money  that  could  have  pur- 
chased other  desirable  articles  whose  enjoyment  appears 
more  direct  and  satisfactory.  This  is  the  normal  feeling 
of  all  of  us.  Yet  when  one  looks  more  closely  into  the 
matter,  he  cannot  avoid  concluding  that  the  benefits  from 
the  expenditure  of  tax  money  are  among  the  most  im- 
portant we  enjoy,  and  among  the  last  wc  would  be  will- 
ing to  do  without.  Certainly,  the  average  family  can 
better  afford  to  do  without  a  new  automobile  than  to  be 
without  the  state  highways  that  make  safe  travel  possi- 
ble, and  at  much  less  expense.  And  what  parents  with 
children  would  trade  the  privilege  of  sending  their  chil- 
dren to  free  public  schools  for  new  furniture  costing  ap- 
proximately the  same  amount?    Looking  at  the  matter 
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in  this  light,  one  should  really  look  upon  taxes  as  pay- 
ments for  benefits  received,  the  same  as  other  expenditures 
of  money. 

Those  who  seek  special  favors — those  who  attempt  to 
evade  taxation  by  illegal  means — only  cheat  the  public, 
and  in  the  long  run,  cheat  themselves  by  breaking  down 
good  government.  The  efficiency  and  code  of  ethics  of 
public  officials  in  conducting  the  peoples'  business  can 
only  be  as  high  as  the  people  themselves  will  permit.  In 
the  long  run,  the  people  will  get  no  better  administration 
of  government  than  they  want — and  deserve. 

Every  citizen  owes  a  duty  to  respect  the  law.  He  will 
realize  that  tax  law  administrators  do  not  make  and  can- 
not change  or  amend  the  laws.  It  is  their  duty  merely  to 
carry  out  the  will  of  the  Legislature.  If  the  law  operates 
unjustly  then  the  taxpayer  should  see  that  the  law  mak- 
ing body  carries  out  the  will  of  the  People  more  exactly 
by  changing  it.  Until  the  law  is  changed  it  should  be 
respected.  Any  other  course  leads  to  a  breakdown  of 
morale  and  eventually  to  chaos. 
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